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EXECUTIVE SUMMARY 
ARIZONA PUBLIC SERVICE COMPANY 

DOCKET NO. E-01345A-11-0224 

ENVIRONMENTAL AND RELIABILITY ACCOUNT (ERA) 

Arizona Public Service Company (“APS” or “Company”) is proposing to implement 
what the Company has named the Environmental and Reliability Account (“ERA”), an 
infrastructure tracker mechanism, to recover the capital costs for environmental projects which 
the Company claims will be necessary to meet “increasingly stringent environmental rules” for 
APS to be compliant with environmental mandates required or anticipated to be required by 
federal, state, tribal, and local laws or regulations. In addition, the Company is proposing to 
include significant generation plant capacity acquisitions or additions. Finally, the Company is 
proposing to eliminate the Environmental Improvement Surcharge (“EIS”), which is currently in 
place and provides revenues to APS to offset the cost of certain environmental projects. 

The investments the Company proposes to include in the ERA are projects that are placed 
in service after the new rates go into effect and as such are not reflected in this case. The 
Company is proposing an ERA as a means to recover costs associated with increasingly stringent 
environmental rules, which will require the Company to invest a significant amount of capital to 
remain in compliance with environmental regulations. The ERA would begin in March 2013 
with the Company’s initial filing and be included in customer bills beginning with the first 
billing cycle for April 201 3. The Company estimates the first ERA could range from an increase 
of 0.0045 percent to 2.2805 percent depending on whether the Arizona Corporation Commission 
(“Commission”) allows inclusion of the costs associated with APS’ acquisition of Four Corners. 

Utilities Division Staff (“Staff’) is recommending that the Commission reject the ERA as 
being overly broad and includes costs not typical for a tracker and does not conform to 
precedence established in previous cases. Further, Staff is recommending the Commission reject 
the recommendation to eliminate the EIS. 

POWER SUPPLY ADJUSTOR (“PSA”) 

APS proposes two modifications to the current PSA. The first is to eliminate the current 
90/10 sharing provision required by the Plan of Administration (“POA”). The 9040 sharing 
provision was intended by the Commission to encourage prudent management by APS in the 
procurement of fuel. The second modification is to include in the PSA the cost of certain 
chemicals needed to operate environmental equipment at Company power plants. 

Staff is recommending the Commission accept the Company’s proposal to eliminate the 
90/10 provision. However, Staff is also recommending a change to the interest calculation for 
over and under recoveries to provide incentive for the Company to manage those ovedunder- 
recoveries. With respect to the request for certain chemicals to be included, Staff is 
recommending the Commission reject the Company’s proposal. 



Staff is also recommending the Commission accept the revised base he1 costs ($909.370 
million or $3.2071$ per kwh) as presented by the Company in its response to STF 22.9. 

TRANSMISSION COST ADJUSTOR (“TCA”) 

APS proposes two modifications to the current TCA. The first is to remove the 
unbundled transmission services charges from the individual rate plans and consolidate these 
charges in the TCA along with the other transmission charges already processed through the 
TCA. The second is to reset the charges in the TCA according to and at the time of FERC’s 
annual establishment of the adjustor rate without additional action by the Commission. 

Staff is recommending that the Commission reject the Company’s proposal to consolidate 
the unbundled transmission services charges in the TCA. The Company has not demonstrated 
any particular benefit for this change. With respect to the implementation date, Staff is 
recommending approval of the request as that date is determined by FERC. 

SERVICE SCHEDULES 

In general, there were no concerns regarding APS’ proposed changes to the existing 
service schedules. Issues and approval associated with Service Schedule 3 - Conditions 
Governing Extensions of Electric Distribution Lines and Services is being addressed in a 
separate proceeding, Docket No. E-0 1345A-11-0207. 

However, Staff has a recommendation for Service Schedule 1 and recommends rejecting 
Service Schedule 9. With respect to Service Schedule 1, Staff is recommending that the 
Company present as part of its next rate case a cost study to show the appropriateness of the 
various charges, such as meter reread, in light of the Company investment and deployment of 
AMI. With respect to Service Schedule 9 which encourages economic development by offering 
discounts to large general service customers who may be attracted to APS’ service territory and 
bring new jobs and economic benefits, Staff is recommending that these discounts be handled 
through individual special contract offers where Staff and other interest parties can evaluate the 
proposed offer and make specific recommendations to the Commission on the costs and benefits 
of the specific special contract. 
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INTRODUCTION 

Q. 

A. 

Please state your name, occupation, and business address. 

My name is Michael J. McGarry, Sr. I am President and CEO of Blue Ridge Consulting 

Services, Inc. My business address is 2131 Woodruff Road, Suite 2100, PMB 309, 

Greenville, SC 29607. 

BACKGROUND AND QUALIFICATIONS 

Q. 
A. 

Please state your experience and educational background. 

I have been President of Blue Ridge Consulting Services, Inc. since 2004. In my career, I 

have overseen or been part of numerous rate case audits, prudency reviews, and 

management and operational audits. I have worked with clients to manage various aspects 

of the regulatory and rate case process; prepared supporting analyses and testimony for 

submission to regulatory bodies and interveners; prepared revenue requirement and cost of 

service analyses; and developed complex revenue requirement models to present 

alternative positions to a utility's proposed rate request. Prior to assuming my present 

position, I was Vice President of East Coast Operations from July 2003 to June 2004 with 

Hawks, Giffels & Pullin (HGP), Inc. In that position, I was responsible for developing 

and overseeing client engagements in utility regulatory affairs, management audits, and 

rate case management. From August 2001 to July 2003, I was an independent consultant 

working on a number of different projects, including a renewalhpdate of delivery service 

tariffs for Illinois Power and several utility street lighting cost benefit assessment projects. 

From June 2000 until August 200 1, I was a senior consultant with Denali Consulting, Inc., 

a utility supply chain and e-procurement strategy and implementation firm. From October 

1997 through June 2000, I was employed by Navigant Consulting, Inc. and several of its 

predecessors or acquired firms working on a number of different projects, including a 

management audit of Southern Connecticut Gas Company and the original delivery 
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service tariff filing for Illinois Power. From July 1985 through October 1997, I was 

employed by the New York State Department of Public Service (“NYSDPS”) in its Utility 

Operational Audit Section in which the staff conducted focused operational audits in many 

facets of utility operations for all sectors of the utility industry, including gas, electric, 

telecommunications, and water. Prior to my employment with the NYSDPS, I was a rate 

analyst with Orange and Rockland Utilities (1981 to 1983) and then Seminole Electric 

Cooperative (1983 to 1985). I received my Masters of Business Administration fi-om the 

State University of New York at Buffalo in 1996 and a Bachelor of Arts in Economics 

from Potsdam College (SUNY) in 1981. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Have you prepared an attachment summarizing your educational background and 

regulatory Experience? 

Yes. Attachment MJM- 1 provides details concerning my experience and qualifications. 

Have you previously testified before the Arizona Corporation Commission? 

No. 

Have you testified before commissions in other jurisdictions? 

Yes. I have presented or supported testimony in Colorado, Delaware, Illinois, Maine, 

Maryland, Michigan, Missouri, New York, North Dakota, Nova Scotia, Ohio, 

Pennsylvania, and Utah. These proceedings included testimony involving revenue 

requirements, power supply costs, management decisions and prudence impacts, 

operations and maintenance expenses, capital investments, and project management. A 

complete list is included in Attachment MJM- 1. 
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I have also presented topics before staff groups from regulatory commissions, NARUC 

sub-committee groups, and as a program faculty member for the Institute of Public 

Utilities at Michigan State University during the last two years. Topics presented include 

management auditing and prudence reviews, service company costs and allocations, 

forecasting methodology and modeling, revenue requirements, rate base, and price 

regulation theory. 

PURPOSE OF TESTIMONY 

Q. 
A. 

Q. 
A. 

Q. 

A. 

On whose behalf are you testifj.ing? 

I am appearing on behalf of the Arizona Corporation Commission (“Commission”) 

Utilities Division Staff (“Staff”). 

What is the purpose of the testimony you are presenting? 

I am presenting the Staffs position with respect to (1) Arizona Public Service Company’s 

(“APS” or “Company”) proposed Environmental and Reliability Adjustment (“ERA”), 

including the Company’s proposed elimination of the Environmental Improvemental 

Surcharge (“EIS”), (2) APS’ proposed changes to the Power Supply Adjustor (“PSA”), (3) 

APS’  proposed changes to the Transmission Cost Adjustor (“TCA”) and (4) discussion of 

my findings and conclusions related to certain Service Schedules. 

Was this testimony and the supporting analyses prepared by you or under your 

direct supervision? 

Yes, it was. 
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Q Please briefly describe the information you reviewed in preparation for your 

testimony? 

A. I have reviewed the Company’s testimony and exhibits and data request responses 

provided by the Company. 

CONTENT OF ATTACHMENTS TO TESTIMONY 

Q. 

A. 

Have you attached any exhibits to your testimony? 

Yes. The following Exhibits are included with my testimony. 

MJM-1 
MJM-2 

MJM-3 

MJM-4 
MJM-5 
MJM-6 
MJM-7 
MJM-8 
MJM-9 
MJM- 1 0 
MJM-11 
MJM- 12 
MJM-13 

Michael J. McGarry, Sr. Experience and Qualifications 
The Environmental and Reliability Account Plan of Administration, Leland 
R. Snook, Attachment LRS-3 
Monthly PSA Balance - Interest Comparison Calculation, 2008, 2009, 
201 0 
APS Response to Staff Data Request STF 14 and STF 18 
Company response to Staff Data Request STF12.2. 
Company response to Staff Data Request STF 4.2. 
Company response to Staff Data Request STF 4.3. 
National Regulatory Research Institute paper dated September 2009. 
December 2008,2009, and 2010 Power Supply Adjustor Reports. 
Workpaper PME-WP2. 
Company response to Staff Data Request STF 22.9 supplemental 
Company response to Staff Data Request STF 3 1.1 
Company response to Staff Data Request STF 28.1 

ENVIRONMENTAL AND RELIABILITY ACCOUNT (“ERA”) 

Q. 

A. 

Please describe the ERA proposed by the Company. 

APS is proposing to implement what the Company has named the ERA,’ an infrastructure 

tracker mechanism, to recover the capital costs for environmental projects which the 

Company claims will be necessary to meet “increasingly stringent environmental rules”2 

for APS to be compliant with environmental mandates required, or anticipated to be 

Direct testimony of Leland R. Snook, page 24, lines 17-20. 
* Direct testimony of Leland R. Snook, page 23, line 19. 
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required, by federal, state, tribal, local laws, or regulations. In addition, the Company is 

proposing to incIude significant generation plant capacity acquisitions or  addition^.^ The 

investments the Company proposes to include in the ERA are projects that are placed in 

service after the new rates go into effect and as such are not reflected in this case.4 

Q. 
A. 

Why does the Company believe that an ERA is necessary? 

The Company is proposing an ERA as a means to recover costs associated with possibly 

increasingly stringent environmental rules, which the Company claims will require it to 

invest a significant amount of capital to remain in compliance with environmental 

reg~lations.~ APS states that it will invest significant capital in what it classifies as 

“qualified in~estrnents”~ that will not be eligible for recovery from the ratepayer in 

ratebase until the next r a t e~ase .~  The ERA would allow APS to recover the return on and 

return of the investments, along with other costs, between rate cases through the use of a 

surcharge or tracker. APS believes that this recovery will allow them to secure capital 

funds at a more reasonable rate’ because the investment community will look more 

favorably on this type of mechanism since it provides revenue to the Company and 

reduces the regulatory lag. 

Direct testimony of Leland R. Snook, page 24, lines 17-20. 
Direct testimony of Leland R. Snook, page 23, lines 23-24. 
Direct testimony of Leland R. Snook, page 23 lines 17-21. 
Exhibit ___ (MJM-2) The Environmental and Reliability Account Plan of Administration, Leland R. Snook, 

Attachment LRS-3. 
Direct testimony of Leland R. Snook, page 24, lines 22-23. 

* Direct testimony of Leland R. Snook, page 25, lines 12-13. 
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Q. 

A. 

Q. 
A. 

Is APS’ proposal intended to recover only the qualified capital investments in 

Environmental projects? 

No. The Company proposes to recover both the return the capital investment as well as 

the return the investment through depreciation expense. In addition, APS is proposing 

to include the revenue requirement components of these projects, including income and 

property taxes, deferred taxes, tax credits where appropriate, and operations and 

maintenance expenses ( “ 0 & ~ ~ ) ) . ~  lo  

What types of investments is A P S  proposing to include in the ERA? 

APS Witness Leland R. Snook stated in his direct testimony, the Company intends to 

include: 

“Environmental improvement projects which are designed to comply with 
current or prospective environmental standards required by federal, state, 
tribal, or local laws or regulations. These standards and criteria for water, 
waste, and air include but are not limited to new and expected limits for 
carbon dioxide (C02), sulfur oxide (SOX), nitrogen oxide (NOx), 
particulate matter (PM), volatile organic compounds (VOC) and toxics 
such as mercury (Hg), coal ash management, and requirements under the 
clean and safe drinking water acts; 

And, 

“Generation plant capacity acquisitions, efficiency projects or the 
construction of new generating plant. For example, APS’ pending 
acquisition of Southern California Edison’s share of Four Corners Units 4 
and 5 would be Qualified Investments for inclusion in the ERA in the year 
following the close of the transaction.”’ 

Exhibit __ (MJM-2) The Environmental and Reliability Account Plan of Administration, Leland R. Snook, 
Attachment LRS-3. 
lo Direct testimony of Leland R. Snook, page 26, lines 19-25. 

Direct testimony of Leland R. Snook, page 25, lines 21-26 and page 26, line 1-8. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

How will the ERA work? 

Beginning on March 1, 2013, and each year thereafter,12 the Company will submit its 

annual ERA filing. The filing will include the percentage to be recovered from customers 

based on the prior calendar year along with supporting detail. The rate will become 

effective with the first billing cycle for April unless suspended by the Commi~sion.’~ This 

filing will be in accordance with the procedures and calculations submitted by APS 

included in the ERA Plan of Ad~ninistration.’~ As proposed, the Commission Staff and 

any interested party would have only 30 days from the ERA filing on March lSt to the first 

billing cycle in April to review the new rate before the Commission would approve the 

rate. The amount of the surcharge would be based on a typical revenue requirement 

calculation for the “qualified investments” and then be applied as a percent increase to all 

customer bills based on the relationship of the ERA revenue requirement to total customer 

revenues. Included as Exhibit (MJM-2) is a copy the ERA Plan of Administration. 

Page 6 of 6 shows the methodology of the proposed calculation. 

When would the ERA start? 

As mentioned above, the first filing would be March 1, 2013, with the first surcharge 

being included in customer’s bills commencing with the April 201 3 billing cycle. 

Did the Company provide an initial estimate of what the ERA surcharge would be in 

April 2013 with its filing? 

No. However, through the discovery process, Staff requested that APS provide an initial 

estimate. 

l2  Exhibit __ (MJM-5) See Response to Staff Data Requests STF 12.2. 
l 3  Direct testimony of Leland R. Snook, page 27, lines 1 1-1 8. 
l4 Exhibit __ (MJM-2) The Environmental and Reliability Account Plan of Administration, Leland R. Snook, 
Attachment LRS-3. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What will be the estimated charge to customers for the initial ERA? 

APS estimates that the initial revenue requirement for the ERA will be $133,305, which is 

based on a net plant of $772,086 and a pre-tax weighted cost of capital of 12.748 percent, 

resulting in a composite return on the investment of $98,426. Including depreciation 

expense ($29,201) and property tax ($5,678), the total estimate revenue requirement of 

$133,305.’’ This amount does not include the Company’s proposed investment in Four 

Comers. The resulting impact on customer bills is estimated to be a surcharge amount of 

0.0045 percent.I6 However, if the Commission approves the Company’s proposals for the 

ERA and the investment in Four Corners, the ERA could have a significant impact on 

customer bills. Based on the Company’s estimate, the revenue requirement for the ERA, 

if Four Corners is included, would increase to $67,166,099 or a 2.2805 percent surcharge 

on customer bills beginning with the April 2013 billing cycle.17 

Are any of the projects included in the estimated ERA calculation mandatory? 

Neither project included in the initial estimate of the ERA calculation appears to be 

mandated by any Federal, State, Local, Tribal, or other entity. 

How would APS propose to define “qualified investments”? 

APS would define a “qualified investment’’ for purposes of inclusion in the ERA as 

follows:’8 

l5 Exhibit -(MJM-5) Company response to Staff Data Request STF 12.2 Schedule 2 Page 1 of 2 (APS14759). 
l 6  Exhibit -(MJM-5) Company response to Staff Data Request STF 12.2 Schedule 2 Page 1 of 2 line 16 
(APS 14759). 
l7 Exhibit -(MJM-5) Company response to Staff Data Request STF 12.2 Schedule 2 Page 2 of 2 line 16 
(APS14759). 

Attachment LRS-3. 
Exhibit __ (MJM-2) The Environmental and Reliability Account Plan of Administration, Leland R. Snook, 
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Q. 

A. 

Q. 

A. 

e Investments in Environmental Improvement Projects and Generation plant that are 

classified in one or more of the FERC plant accounts (300 accounts), can be 

tracked by specific project number, and exceed $500,000 in capital investment on 

an Arizona Jurisdictional basis.lg 

Qualified Improvement projects designed to comply with current or prospective 

environmental standards required by federal, state, tribal or local law, and 

regulation?’ 

Generation plant capacity acquisitions, existing generating plant efficiency 

projects, or the construction of new generating plant.21 

In your opinion, is the ERA intended as a form of interim rate relief between rate 

cases? 

Yes. 

The Company already has an EIS mechanism in place as a result of Commission 

Decision No. 69663. What is the difference between the proposed ERA and the 

current EIS? 

The EIS collects a fixed nominal rate ($.000016/kWh) from all customers.22 Collections 

offset project costs and are recorded as a contribution in aid of construction (“CIAC ). 

The ERA is an adjustor mechanism with a broader scope than the EIS and is designed to 

collect expenses associated with qualified environmental improvement projects as well as 

7, 23 

-~ 

l9 Exhibit __ (MJM-2) The Environmental and Reliability Account Plan of Administration, Leland R. Snook, 
Attachment LRS-3. 

21 Direct testimony of Leland R. Snook, page 26, lines 3-4. 
22 Exhibit (MJM-6) Company response to Staff Data Request STF 4.2. 
23 Direct testimony of Leland R. Snook, page 28, lines 16-17. 

Direct testimony of Leland R. Snook, page 25, lines 21-23. 20 
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reliability-related capital costs associated with generation plant capacity acquisitions, 

existing generation plant efficiency projects, or the construction of new generation plant.24 

25 The rate charged to the customer under the ERA is variable and will change April 1.26 

The cash generated from customers under the ERA will be recorded as revenue. 

Q. 

A. 

Did the Company give specific reasons that it is now proposing a mechanism to 

replace the EIS? 

The Company gave the following reasons why the ERA should replace the EIS: 

Recovering expanded costs over time would smooth the customer bill impact of 

environmental upgrades and reliability additions, resulting in more gradual base 

rate increases over time and potentially less frequent general rate cases relative to 

what they would have been absent the ERA.27 

The ERA would provide more accurate price signals to customers by better 

aligning the Company rates with its costs in a timelier manner.28 

Customers benefit from the environmental and generation assets, whose revenue 

requirement would be recovered through the ERA.” 

Unlike the cap imposed in the EIS, the ERA more accurately reflects the costs 

associated with making investments in qualified projects. 

Exhibit ___(MJM-6) Company response to Staff Data Request STF 4.2. 
Direct testimony of Leland R. Snook, page 28, lines 19-21. 

24 

Exhibit __ (MJM-2) The Environmental and Reliability Account Plan of Administration, Leland R. Snook, 
Attachment LRS-3. 

Exhibit -(MJM-7) Company response to Staff Data Request STF 4.3. ’’ Exhibit -(MJM-7) Company response to Staff Data Request STF 4.3. 
29 Exhibit __(MJM-7) Company response to Staff Data Request STF 4.3. 

27 
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0 Providing timely recovery of required environmental improvement projects and 

generation plant capacity acquisitions will better enable the Company to secure 

capital at a reasonable cost and make these capital  investment^.^' 

Q. 

A. 

Q. 
A. 

What issues should the Commission consider when deciding whether to approve a 

cost tracker such as the ERA? 

To allow a cost tracker which provides a utility the opportunity to collect additional 

revenues outside the normal rate case process should be based on individual utility 

circumstances and not on a one-plan fits all method. Any utility would want a cost tracker 

as it avoids and mitigates the impact that the regulatory process, often referred to as 

regulatory lag, has on a utility’s ability to earn its allowed rate of return. A tracker has the 

ability to provide additional funds for operation which may reduce the need for short-term 

debt, thus saving ratepayers interest costs. However, these reasons alone are not sufficient 

to circumvent the regulatory process. There are significant downsides to cost trackers. 

What are the downsides of a cost tracker such as the ERA? 

The disadvantages related to cost tracker overuse include: 

0 

0 

a 

0 

Weakening the incentive of a utility to control costs 

Undercutting the positive effects of regulatory lag 

Biasing a utility’s technological and investment decisions 

Motivating utilities to shift more costs to functions subject to trackers, diluting 

frequency and quality of cost reviews 

0 Having the tendency to be more complicated and burdensome to both the 

Commission staff and to consumers 

30 Exhibit -(MJM-8) National Regulatory Research Institute paper dated September 2009. 
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Producing a negative perception by consumers due to more frequent press reports 

of “rate increase” 

Q. 

A. 

Q. 
A. 

Under what circumstances might the Commission approve a tracker such as the 

ERA? 

The primary circumstance in which the Commission should consider approving a tracker 

such as the ERA would be when the utility is mandated to make significant capital 

expenditures to meet mandates of others on the utility. As such, federal, state, local, tribal, 

and other mandates involving significant or extraordinary capital investment to meet 

environmental statutes, rules, and/or regulations that could significantly harm the utility’s 

financial well-being would be one reason for a tracker. However, the Commission should 

also consider the ability of the utility to fund the investment either by its own internal cash 

or financing before asking ratepayers to incur the additional hardship a tracker would 

place on them. Another important variable would be whether the costs are expected to be 

volatile, unpredictable, and outside the utility’s control and thereby potentially causing 

significant financial harm to the utility and ultimately its ratepayers. The Commission’s 

PSA fits into this category. The costs are significant and can be volatile, and price spikes 

from unforeseen events (such as a major hurricane in the Gulf of Mexico) can have a 

significant impact on the financial health of a utility while also negatively impacting its 

ratepayers. 

Do you recommend that the Commission approve the ERA proposed by APS? 

No. The Commission should reject the ERA as currently proposed by the Company. 
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Q. Why? 

A. The ERA as presented by A P S  is too broad and includes capital investments that are not 

mandated or in anticipation of being mandated by law or regulation. It also includes other 

types of costs that are not capital in nature such as O&M and property taxes?l Trackers 

are implicitly an interim measure to provide relief to a utility for costs which are 

mandated, significant, potentially volatile, and out of the utility’s control. A tracker is not 

intended as a permanent fix to make up for the regulatory lag in the ratemaking process. 

Q. Are you aware of any extraordinary events where the Commission dealt with the 

possible effects of a federal mandate that could have had considerable negative 

impact on a group of utilities? 

A. Yes. An example is the circumstances surrounding the arsenic water remediation cases in 

Arizona.32 It is my understanding that both Staff and ultimately the Commission were 

concerned that if the water utilities in Arizona were not provided interim rate relief in the 

form of a tracker that the financial consequences could have been staggering even to the 

point of one or more of the utilities filing for bankruptcy. Even worse was the possibility 

that if a water utility was unable to comply with the EPA mandates, the EPA could have 

shut down the utility forcing its customers to find other sources of water. A tracker was 

implemented for water utilities to meet the federal mandates associated with water 

utilities’ ability to install the capital equipment necessary to meet the new and more 

stringent requirements related to arsenic in Arizona wells which was based on specific 

circumstances and  condition^.^^ 

31 Exhibit __ (MJM-2) The Environmental and Reliability Account Plan of Administration, Leland R. Snook, 
Attachment LRS-3. 
32 ACC Decision No. 66400. 
33 ACC Decision No. 66400. 
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Q. 
A. 

Q. 
A. 

What were those conditions? 

The conditions under which the Commission approved the tracker included: 

0 

0 

0 

The tracker was temporary and had a two-step filing process.34 

The tracker was focused on only those projects related to arsenic r emed ia t i~n .~~  

The tracker included limited amounts of O&M with a deferral mechanism set up to 

recover costs at a later date.36 

The company would set a specific date for the next rate filing.37 

The EPA mandates had severe and significant conseq~ences .~~ 

0 

0 

Are the proposed ERA and the Arsenic water mandates similar? 

No. Both are intended to provide the utilities interim relief between rate cases for capital 

expenditures that are legally mandated. However, APS’ proposed ERA differs 

significantly in that it may include costs for projects that are not yet mandated (only 

anticipated); includes non-capital costs not typically included such as depreciation, taxes, 

and O&M; includes generation projects which are not environmentally related (such as the 

Four Corners acquisition); and may or may not be significant, as demonstrated by the two 

estimates of the ERA without Four Corners ($133,305) and with Four Corners ($67.2 

million). Notably, APS’ tracker would appear to be a permanent tracker updated annually, 

which is unlike the arsenic water cases, which were temporary and included specific 

timeframes for rate filings. Finally, the ERA does not afford customers any prescribed 

protection from substantial rate increases as the result of the tracker and its updates. The 

ACC Decision No. 66400, page 21, lines 27-28. 
Id., page 22, lines 1-2. 
Jd., page 6, lines 23-25, page 7, lines 1-2 and page 19, lines 26-28. 
Id., page 10, lines 8-10. 

34 

35 

36 - 
37 

38 ZCC Decision No. 66400, page 3, line 26 and page 4, lines 1-4. 
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Company has not proposed any cap such as the one proposed for the Efficiency and 

Infrastructure Account (ccEIA’’). 39 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Did you review the Liberty Benchmarking Study (“Study”) dated February 28, 

2 0 1 1 ~ ~  

Yes 1 did. 

Did the study in any way support the use of an ERA? 

The study was written during the period when the EIS was in effect and included 

discussions related to Company financing and also environmental emission issues relative 

to power plants. However, the study did not discuss an infrastructure tracking mechanism. 

What did the study discuss that may have had applicability to the EIS? 

The study discussed how the Company ranked among its peers in nitrogen oxide 

(“NOX”), sulfur oxide (“SOi’) and carbon dioxide (“CO;’) emissions which could 

correlate with capital spending 

How did the Company rank among its peers? 

The Company ranked worst in NOX emissions then all of its peers, and ranked best in SO2 

emissions as compared to its peers. COz emissions ranked worst than average among 

peers. 

-~ 

39 Direct testimony of Leland R. Snook, page 21, Line 1 1. Company proposes that the EIA would be capped at 3%. 
40 Benchmarking Study of Arizona Public Service Company‘s Operations, Cost, and Financial Performance Docket 
NO. E-01345A-08-0172 
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Q 
A. 

Q 
A. 

Q 
A. 

Q 

A. 

Q 

A. 

Did Liberty indicate that the APS ranking was problematic? 

Liberty indicated that most of the problem with COz emissions related to large plants and 

that they did not see it as necessarily a problem because absolute data can be misleading. 

In the area of NOX, Liberty did not give a reason why the Company ranked low. 

What did Liberty recommend? 

Liberty did not offer recommendations because the Company already had initiatives under 

way to address the issues. 

What did Liberty say about the ability of the Company to secure financing? 

The rate case settlement in 2009 was viewed as a positive from a credit perspective. The 

Company filed a finance plan with the Commission that proposed streamlined rate cases to 

mitigate the regulatory lag, along with other measures. As a result Standard & Poor’s 

raised the Company’s credit rating to positive for 2010. 

Can you draw any conclusions from either the environmental discussion or the credit 

discussion in the study? 

Yes. It appears that the Company is addressing environmental issues and also its credit 

rating is improving. 

Do these conclusions, in your opinion, support changing from the EIS, currently in 

place, to an ERA? 

No. The Liberty study was written during the period when the current EIS was in effect. 

We cannot conclude that the Company’s improvements directly or indirectly related to the 

use of the EIS. However, it is possible that the EIS played a part in the improvement of 

the benchmarks that Liberty evaluated. 
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Q 

A. 

Should the Commission approve the ERA as proposed by the Company? 

No. I recommend that the Commission reject the ERA proposed by APS as the Company 

has not demonstrated that circumstances warrant an extraordinary action as was the case 

with the arsenic problem for water utilities. 

POWER SUPPLY ADJUSTOR (“PSA”) 

Q 
A. 

Q 

A. 

What is the PSA? 

The PSA is a cost tracking mechanism designed to allow APS to recover costs associated 

with obtaining power supplies in a more time effective manner due to the short-term 

volatility in power costs. According to the PSA’s Plan of Administration, the PSA: 

“provides for the recovery of fuel and purchased power costs, to the extent 
that actual fuel and purchased power costs deviate from the amount 
recovered through APS’ Base Cost of Fuel and Purchased Power.”41 

Further, the PSA is: 

“a combination of three rate components that track changes in the cost of 
obtaining power supplies based upon forward-looking estimates of PSA 
Costs that are eventually reconciled to actual costs experienced. This PSA 
allows for special Commission consideration of extreme volatility in costs 
or recovery by means of a mid-year rate correction, and provides for a 
reconciliation between actual and estimated costs of the last two months of 
estimated costs used in Historical Component  calculation^."^^ 

Please describe your understanding of the Company’s proposal regarding 

modification to the PSA. 

APS proposes two modifications to the current PSA. The first is to eliminate the current 

90/10 sharing provision required by the Plan of Administration (“POA”). The 90/10 

41 Company Witness Ewen, Direct Testimony, Attachment PME-9, page 1. 
42 Company Witness Ewen, Direct Testimony, Attachment PME-9, pages 7-8. 
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sharing provision was intended by the Commission to encourage prudent management by 

APS in the procurement of fuel. The second modification is to include in the PSA the cost 

of certain chemicals needed to operate environmental equipment at Company power 

plants.43 

Q. 
A. 

Q- 

A. 

Please explain the 90/10 sharing mechanism. 

The 90/10 sharing provision is a Commission-mandated incentive tool to encourage 

prudent management of fuel procurement. If fuel costs are greater than the base fuel rate, 

the Company may recover 90 percent of the cost over base. If fuel costs are less than the 

base fuel rate, the Company may keep 10 percent of the reduction under base.44 

Has the 90/10 sharing mechanism been effective in encouraging the Company to 

prudently manage its fuel costs? 

Without an in-depth study into this question, it is difficult to verify with certainty the 

effectiveness of the provision. However, from certain facts presented in this case potential 

conclusions can be drawn. As shown in Mr. Ewen’s Direct Testimony at page 15, Chart 1 

Pre-Tax Income Effect of 9040 Sharing Feature of PSA for five of the last six years 

(200.5-2009), fuel costs have been greater than base, keeping APS from recovering the full 

amount of the cost for fuel. While some of this could be under the management control of 

the Company, the consistency of the penalty posture year after year would imply that 

factors other than management control (such as market prices) were also affecting the 

cost. The Company has noted several items supporting sound procurement practices: 

43 Company Witness Ewen, Direct Testimony, 13 :22-25. 
44 Company Witness Ewen, Direct Testimony, 1515-8. 
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1. 

2. 

3. 

An audit of the Company’s fuel procurement practices conducted by Liberty 

Consulting Group (Liberty) in 2006, evaluated APS’ hedging and procurement 

practices and deemed them to be sound. 

A recent (2010) Liberty benchmarking study confirmed the results of Liberty’s 

2006 evaluation. 

The Commission, through the recent adoption of the new Integrated Resource 

Planning Rules will effectively approve the Company’s proposed resource mix. 

Staff notes that the IRP rules provide for the Commission to review and acknowledge a 

resource plan, but the Commission would not approve the plan. 

Q- 
A. 

Q 
A. 

Have there been other negative consequences because of the 90/10 sharing provision? 

Yes. The one year when fuel costs were below base was the most recent year-2010. In 

this year, ratepayers were harmed by the 10 percent adder to fuel costs to pay the 

Company’s incentive. This harm to ratepayers occurred during a year in which the 

national economy was also struggling, exacerbating the effect of the 10 percent burden 

ratepayers had to bear. 

What do you recommend? 

The 90/10 sharing mechanism should be removed from the PSA to avoid harming 

ratepayers again during years in which circumstances are similar to those that occurred in 

20 10. 
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Q 

A. 

Q 
A. 

Q 
A. 

Does your recommendation leave the Company without incentive to manage fuel 

procurement prudently? 

No. Utilities in general do what they can to mitigate fuel costs, manage those costs 

effectively, and leverage their investment in the fuel inventories via a number of 

management and financial means. However to provide additional incentive to manage 

over and under recoveries, I am also recommending a change to the applicable interest 

definition of the PSA POA. This change should add an incentive for the Company to 

manage fuel procurement prudently without potential harm to ratepayers. 

What interest application is the subject of your recommendation? 

The PSA balance changes each month based on the difference of actual power costs to 

base rate power supply costs. This difference may be an over collection or an under 

collection based on whether actual costs were greater or less than base costs. Each month 

interest is calculated on either the over collection (amount due back to ratepayers) or the 

under collection (additional amount due to the Company). The interest is calculated based 

on the “Applicable Interest” rate. According to the PSA POA, Applicable Interest is 

“[blased on one-year Nominal Treasury Constant Maturities rate contained in the Federal 

Reserve Statistical Release H-15. The interest rate is adjusted annually on the first 

business day of the calendar year.” This same rate is applied to both over and under 

collections. For 201 0, the rate was set at 0.45 percent. 

Why would you change this interest rate? 

The Nominal Treasury Constant Maturities interest rate from the Federal Reserve bears 

little relationship to PSA over or under collections. To compensate in months where there 

is an under recovery and the Company had to borrow money on a short-term basis, it 

would have to pay its short-term borrowing rate. On the other hand, over collections 
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would reduce the need for the Company to obtain additional short-term cash. Therefore, 

the average short-term borrowing rate available to the Company during a particular month 

should be considered in calculating interest on that month’s PSA balance. 

Q 

A. 

Q 
A. 

Q 
A. 

What other factor should be considered in calculating interest on a month’s PSA 

overhnder collection balance? 

There would not be a reason for the Company to be allowed to earn more than its allowed 

rate of return on equity in any situation when there is an under collection. 

What, then, should be the interest rate applied to under collections? 

Considering the factors just discussed concerning short-term borrowing rates and rate of 

return on equity, for under collections, the interest rate applied to a particular month’s 

PSA balance should be either (1) the average short-term borrowing rate available to the 

Company for that year or (2) the allowed rate of return on equity, whichever is lower. 

While interest rates are low, the short-term borrowing rate would be applied and, although 

it has been many years since interest rates were high, the possibility does exist that at 

some time in the hture interest rates could be higher than the Company’s allowed rate of 

return. In that situation, however unlikely at this point in time, the protection to ratepayers 

to prevent the Company from earning more than its allowed rate of return needs to be in 

place. 

What should the interest rate be for over collections? 

In order to provide incentive for APS to continue to manage its fuel procurement process 

prudently, the Commission should require the Company to calculate interest on monthly 

over collection balances at the rate of either (1) the average short-term borrowing rate 

available to the Company for that year or (2) the allowed rate on common equity, 
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whichever is greater. The same principles mentioned above apply here. By requiring the 

Company to pay an interest rate equal to the usually greater rate of return on equity, the 

Company has an incentive to manage fuel procurement costs well and also to refrain from 

using the ratepayers as a “bank” for short-term borrowing disguised as over collections. 

Q 
A. 

Q 

A. 

What would the source of the short term borrowing rate be? 

I would recommend the Company’s short term debt rate as published in its 10-K report for 

September 30 of each year. This should align the rate with the Company’s annual PSA 

filing. 

Had the interest structure you recommend been in place for 2010, how would the 

PSA balance have differed? 

During 201 0, both the Forward Component Tracking Account and the Historical 

Component Tracking Account had over collection balances in every month. Those 

balances would have triggered the use of the authorized rate of return on equity to 

calculate interest. Exhibit- MJM-3 Schedule 1 - 201 0, using Company data,45 shows the 

calculation of balances for the PSA Forward Component and Historical Component 

Tracking Accounts (lines 1-16). In the same exhibit schedule (lines 17-32), the same 

calculations with the same amounts were performed except that the Authorized Rate of 

Return on Equity was substituted for the current PSA interest rate. The current PSA 

method for calculating interest had determined $3 82,000 of interest for 20 10 was owed to 

ratepayers. Using the recommended interest application, $9,778,000 of interest would 

have been accumulated in 2010 and due to the ratepayers. This is a difference of 

$9,396,000. 

Exhibit-(MJM-9) December 2008,2009, and 20 10 Power Supply Adjustor Reports. 45 
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Q 

A. 

Q 
A. 

Q 
A. 

Is this a reasonable amount to assume for incentive purposes to promote prudent fuel 

procurement practices? 

Yes. The roughly $9 million in interest is only half the penalty paid by the Company 

under the 90/10 sharing provision in 2006 and 2008, and only one third the penalty of 

2007. Additionally, in 2010 under the 90/10 sharing provision, ratepayers were harmed 

by having to give up $14.5 million (10 percent of the Company’s over collection). Had 

my recommended interest incentive been in place, ratepayers would instead have received 

$9 million in interest. 

Have you calculated the impact for a period when there was an under collection? 

Yes. 

What was the result of that analysis? 

Table 1 on the following page shows the impact of my proposed methodology for the 

three years 2008 through 2010. The Forward and Historical Tracking Accounts for 2008 

revealed an under collection balance, while 2009 and 2010 were both years of over 

collection of base fuel costs. Customers would have owed the Company $1.061 million 

less in 2008 associated with the under collection of base fuel costs. Customers would 

have been paid an additional $4.557 million and $9.411 million in 2009 and 2010, 

respectively, with the change in interest on the over collections in those two years. Based 

on this illustration using my proposed methodology, customers would have benefitted 

$15.029 million over the three years. Details of my calculations are included as 

Exhibit (MJM-3) Schedules 1 (2010), 2 (2008), and 3 (2009). 
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Table 1: Effect on PSA Balance with Proposed Interest Rates 

Federal APS Short- 

Change to 
Col I ecti on 

Approved Balance favoring 

Rate payers Line No Year Treasury Rate Term Debt Difference ROE 

(a) (b) ( c) (4 (e) (f) 
1 2008 3.17% 2.24% -0.0093 10.75% $1,061 

2 2009 0.37% 1.09% 0.0072 10.75% $4,557 

Q 

A. 

Q 

A. 

3 2010 0.45% 0.84% 0.0039 11.0% $9,311 

4 Total $14,929 

Is your recommendation concerning PSA interest rate being used in any other 

jurisdiction? 

While I do not know how many jurisdictions are using this interest rate structure for their 

fuel cost trackers, I do know that it is being used for utilities with fuel cost trackers in 

Michigan.46 

Please summarize your recommendation involving the change in PSA application of 

interest. 

To reflect more accurately the cost of money and to encourage the Company to minimize 

over collections, the interest applied monthly to PSA over and under collections should be 

done in the following manner: (1) for over collections, the interest rate applied should be 

the greater of the most recently Commission-approved rate of return on equity or the 

Company’s average short-term borrowing rate available to the Company for the year, and 

(2) for under collections, the interest rate applied should be the lesser of the most recently 

Commission-approved rate of return on equity or the Company’s average short-term 

borrowing rate available to the Company for the year. 

46 Michigan Compiled Laws (MCL) 460.66)( 16). 
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Q 

A. 

Q 
A. 

Q 
A. 

Please explain the Company’s proposal to include the cost of certain chemicals in the 

PSA process. 

APS proposes to include in the PSA those environmental chemical costs that are used in 

power generation in direct proportion to fuel. These chemicals would include 

predominantly lime, ammonia, and sulfur “used to scrub the emissions from a coal 

plant.”47 Based on the association of the chemicals with fuel used in production, APS 

proposes that “annual changes in the chemical cost expense associated with power plant 

emission controls be included in the calculation of the PSA deferrals and rate recovery.”48 

Do you agree with the Company’s reasoning? 

No. Fuel cost trackers are in place to provide the Company with an opportunity to recover 

the highly volatile cost and consumption of fuel. Those items included in the fuel cost 

tracker, therefore, should relate specifically with fuel cost/consumption and not simply 

with productiodgeneration. Although there is a correlation between fuel costs and the 

cost of production chemicals, the fluctuation of chemical costs is not as volatile as fuel 

costs, and it is the volatility of fuel costs (not just consumption) that provides much of the 

justification for having the fuel cost tracker. If the Commission were to allow any costs 

associated with productiodgeneration to be included in the PSA, it would open the door to 

other normal operational costs that may have some discernible correlation to production. 

What is your recommendation? 

I recommend disallowing the Company’s proposal to include chemical costs in the PSA 

process. 

Company Witness Ewen, Direct Testimony, 16:2-5. 
Company Witness Ewen, Direct Testimony, 16:7-9. 

47 

48 
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Q 

A. 

Q 
A. 

Q 

A. 

Did you review the details associated with the amounts of fuel costs that APS is 

requesting in base rates? 

Yes. 

What were the results of that analysis? 

The actual base fuel costs for 2010 was $940.133 million or 3.34866 per Through 

a series of data requests” and a meeting with the Company, I was able to confirm that the 

information included in the Company’s presentation and workpaper PME- WP251 matched 

information contained in the Company’s books and records. 

What is the relationship between the Company’s presentation of the actual 2010 base 

fuel costs and what the Company is proposing for inclusion in base rates in this case? 

Aside from the informational value of the 2010 actual number and the ability to review 

whether the actual information ties to the Company’s books and records, there is none. 

The amounts included in the filing fc;r calculating base rates are derived from the 

Company’s 201 2 sales and generation forecast models. These forecasting models are 

complicated and use a number of forecasted inputs such as coal, gas, and nuclear prices 

along with dispatch requirements, outage information for the generating units, and 

available interchange resources to develop the necessary resources and costs to meet the 

Company’s customers needs. However, the two pieces of information, the actual base he1 

for 2010 and the forecasted amount for 2012, do provide for the ability to see if there is a 

significant unexplained change that may warrant future investigation. In this case, any 

significant variances were adequately explained by the Company. 

Attachment PME-3 Page 1 of 4. 49 

50 Exhibit-(MJM-4) APS response to Staff Data Request STF 14 and STF 18. 
5 1  Exhibit-(MJM-10) Workpaper PME-WP2 
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I 

1 Q 

2 fuel costs? 

3 A. 

4 

5 

6 

7 Q 

8 A. Yes. 

9 

Were there any costs that you could determine that should be excluded from the base 

No. However, I did not review the detailed journal entries and supporting documentation. 

That scope of work is typically included in a fuel procurement audit which was not 

included within the scope of this rate case proceeding. 

Did you review the Company’s proposed base fuel rate? 

10 Q What were the results of that analysis? 

11 A. 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 Q Do you accept this amount? 

23 A. 

24 

25 reject this revised amount. 

52 Attachment PME-3 page 2 of 4. 
53 Exhibit-(MJM-ll) Response to Staff Data Request STF 22.9 supplemental. 

APS’ initial filing included $928.986 million or 3.2415$ per kWh in its proposed rates.52 

This amount is based on the Company’s detailed in-house modeling and forecasting of 

sales and how it would meet the energy and demand needs of its customers. At a high 

level, the information provided by APS is not unreasonable. However, during our review 

of the base fuel costs APS indicated that, as a -result of its own internal review of the 

information included in the base fuel calculation, the Company would update the base fuel 

numbers to make certain corrections and update its fuel cost analysis for more recent 

prices and sales forecasts. The Company indicated that it would revise its proposed base 

fuel costs to $909.4 million or 3.20716 per kWh. This represents a reduction of $19.6 

million to base fuel costs than that was originally filed.53 

Absent the results of a detail fuel procurement audit, a detailed review of the Company’s 

hedging program and a review of its generation forecasting model, there is no reason to 
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TRANSMISSION COST ADJUSTOR (“TCA’’) 

Q 
A. 

Q 

A. 

Q. 
A. 

What is the TCA? 

The TCA is a cost tracker designed to recover costs associated with changes 

Company’s open access transmission tariff. 

n the 

Please describe your understanding of the Company’s proposal regarding 

modification to the TCA. 

APS proposes two modifications to the current TCA. The first is to remove the unbundled 

transmission services charges from the individual rate plans and consolidate these charges 

in the TCA along with the other transmission charges already processed through the 

TCA.54 The second is to reset the charges in the TCA according to and at the time of 

FERC’s annual establishment of the adjustor rate without additional action by the 

 omm mission.^^ 

What reasons does the Company proffer for these modifications? 

APS states that consolidation of all transmission charges into one rate schedule is justified 

because the transmission revenue requirement in total is approved by FERC. Therefore, 

removing all transmission charges from base rates (the domain of the Commission) 

provides a “clean delineation of these separate rate setting p roce~ses . ”~~  Furthermore, 

since it is the FERC process that establishes the adjustor rate and additional action by the 

Commission is not necessary, the change in rate should become effective at the point of 

FERC approval.57 

54 Company Application, 8:3-10. 
55 Company Witness Miessner, Direct Testimony, 30: 16- 19. 

Company Witness Miessner, Direct Testimony, 30:25. 
57 Company Witness Miessner, Direct Testimony, 30: 16-19. 
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Q. 
A. 

What impacting factors should be considered with these TCA proposals? 

Cost trackers are one way the Commission can assist a utility meet its obligation to 

provide safe and reliable service at a reasonable cost when those costs are significant, time 

dependent, volatile and could harm the financial health of the utility. However, as 

discussed earlier, there are disadvantages related to the over use of cost trackers. Again, 

these include: 

e 

e 

e 

e 

Weakening the incentive of a utility to control costs 

Undercutting the positive effects of regulatory lag 

Biasing a utility’s technological and investment decisions 

Motivating utilities to shift more costs to functions subject to trackers, diluting 

frequency and quality of cost reviews 

Having the tendency to be more complicated and burdensome to both the 

Commission staff and to consumers 

Producing a negative perception by consumers due to more frequent press reports 

of “rate increase” 

e 

e 

Although all of these reasons certainly do not apply in the Company’s specific proposal in 

this case, they are concerns which should inform and caution the Commission’s general 

approach to cost trackers. The Commission should consider eligibility criteria for creating 

and expanding cost trackers. One criterion would be to allow a cost tracker only for 

extraordinary circumstances, such as costs outside a utility’s control, costs that are 

unpredictable and volatile, and costs that are substantial and recurring. Additionally, 

another criterion for allowing a cost tracker would be to mitigate severe financial 

consequences. 
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Q. 

A. 

Q 
A. 

Q 
A. 

In this case, has the Company provided sufficient reason to remove unbundled 

transmission service charges from base rates? 

No. While certain efficiencies could be theorized concerning combining all transmission 

costs in the TCA process, the Company has not provided sufficient compelling reason to 

abandon the standard base rate process in establishing certain transmission costs. While 

the Commission is involved in the FERC process for setting the adjustor rate, the 

Company has not demonstrated how the advantages in public awareness, level of scrutiny, 

and other possible qualitative controls regarding potential intended or unintended cost 

shifts, would be maintained as they are currently achieved through Commission review in 

the standard base rate process. 

What is your recommendation with respect to unbundling the TCA from base rates? 

I recommend disallowing the proposed change to move all TCA charges from base rates 

to the TCA. 

What is the effect of your recommendation on the Company’s revenue requirement? 

A P S  reflected its proposal as a change to rate design only. The Company has included the 

full fair value effect of the amount that would otherwise be reflected in base rates in its 

revenue requirement and revenue deficiency calculation. For simplification purposes, 

APS deducted the $129.301 million by rate class in its cost of service study. Schedule H- 

2 demonstrates the Company’s methodology and the following is an excerpt from 

Schedule H-2 showing that methodology. 



Iirect Testimony of Michael J. McGarry, Sr. 
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Column G, line 42, shows the proposed revenues the Company intends to collect from 

base rates of $2,835,050,000. The amount shown in column H is the revenue requirement 

'age 31 

Q 
A. 

ARIZONA PUBLIC SERVICE COMPANY 
ANALYSIS OF BASE REVENUES BY DETAILED CLASS 
TEST YEAR ENDING DECEMBER 31,2010, ADJUSTED 

Excerpt of Schedule H-2 - Columns F though K only 

What does this schedule show? 
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associated with the portion of the TCA that is in base rates, $129,301,000. The total in 

Column I is what the Company is proposing to collect from customers, $2,964,351,000 

from base rates and the TCA. The Company confirmed5* that the total in Column I is the 

full revenues needed to meet the deficiency shown on Schedule A-2. In summary, the 

Company determined what the total revenue deficiency was with the portion of the TCA 

still in the revenue requirement and then deducted that amount from the base rates in its 

rate design as shown in column H above. Working with APS and Staff Witness Ralph 

Smith, we are confident that no other pro formas or calculation are necessary to reflect our 

recommendation that Company’s proposal to remove the base rate portion of the TCA is 

needed to establish the revenue requirement. Mr. Smith’s revenue requirement should 

reflect this recommendation. 

Q 

A. 

With respect to the Company’s proposal to have the effective date of any change in 

the TCA be the same date as that approved by the Federal Energy Regulatory 

Commission (“FERC”), what is your position on this proposal? 

I recommend accepting the Company’s proposal to have the TCA rate effective on the 

approved effective date as set by FERC. This slight change will allow the Company to 

recover any incremental changes in the TCA revenue requirement and mitigate the impact 

of any regulatory lag associated with the portion included in base rates. APS shall be 

required to file a notice with Docket Control that includes its revised TCA tariff, along 

with a copy of its FERC informational filing of its annual update of transmission service 

rates pursuant to its Open Access Transmission tariff (“OATT”). This notice should be 

filed with the Commission at the same time that APS makes its FERC filing. APS could 

automatically adjust its transmission rates on June 1 , unless Staff requests Commission 

review. 

Exhibit__(MJM- 12) Company Response to Staff Data Request STF 3 1.1 58 
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SERVICE SCHEDULES 

Q 

A. 

Q 
A. 

What are your findings and conclusions concerning the Company’s service 

schedules? 

I reviewed the Company’s proposed changes to the Service Schedules to determine if 

there were any customer service or revenue impacts from those changes. In generally, I 

did not find any problems with the Company’s proposed changes to its service schedules, 

However, I do have some specific comments related to several of the schedules. 

Please continue. 

With respect to Service Schedule 1 which contains the terms and conditions for standard 

offer and direct access, I requested that the Company demonstrate that it had reviewed the 

charges contained on pages 2 of 18 and 3 of 18 of Schedule 1 in light of the Company’s 

deployment of Advanced Metering Infrastructure (“AMI”). Specifically, I wanted to 

determine if the Company had reviewed charges such as meter re-read ($16.50 per reread) 

that will be affected by having remote capabilities to re-read, turn-on, turn-off the meter. 

The Company indicated the following: (1) Most of the charges included in Service 

Schedule 1 are based on 2002 test year cost data except “after hours trip charge” which 

was based on a 2005 test year. (2) Cost reductions associated with AMI are reflected in its 

proposed revenue requirement in this case. (3) The revenue from these charges on Service 

Schedule 1 are credited to revenue requirements for ratemaking purposes so any reduction 

to the charges would require an increase in the revenue requirement for a like amount to 

recover the test year revenue requirement for these  charge^.^' However, the Company 

intends to revise these charges “in a future rate case when AMI is fully deployed.”60 I am 

concerned that the Company had an opportunity to evaluate these charges in this case and 

did not. Revenues associated with just one of these fees is in excess of $4 million. The 

59 Exhibit -(MJM-I 3) Company response to Staff Data Request STF 28.1. 
Exhibit -(MJM-l3) Company response to Staff Data Request STF 28.1. 60 
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Company missed an opportunity in this case to provide relief to customers from certain 

charges that will be affected by AMI. I recommend that the Commission direct that APS 

conduct a full evaluation of the costs associated with these charges and present the results 

in the next rate case. 

Q 
A. 

Q 
A. 

Q 
A. 

Do you have any other comments on other Service Schedules? 

Yes. Modifications to Service Schedule 3, Conditions Governing Extensions of Electric 

Distribution Lines and Services, are being addressed in a separate case before the 

Commission (Docket No. E-0 1345A- 1 1-0207). This matter was heard and voted upon by 

the Commission at its November 8-9,2011 Open Meeting. The Decision is expected to be 

issued soon. 

Is the Company proposing any new Services Schedules? 

Yes. Service Schedule 9 is an economic development schedule. 

Please explain the terms of this schedule and any concerns you might have. 

APS Witness Miessner proposes this new service schedule to promote economic 

development and offers a discount to a limited segment of large commercial and industrial 

customers who are new customers or are significantly expanding and increasing load. The 

purpose of the schedule is “to reduce average system costs by increasing sales beyond 

otherwise obtainable levels at prices that, though lower than standard rates, will recover all 

variable costs and contribute to fixed costs.”61 Access to this schedule will be limited to 

existing customers on service rates E-34 and E-35 (extra large general service rates) who 

increase load by 500 kW or new customers with a minimum of 1,000 kW of new load. 

The discount would be for a period of up to five years and would decline yearly. As stated 

61 Attachment CAM-13 Service Schedule 9 
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in the Service Schedule 9, Section 3.1, the “customer satisfying the eligibility and 

customer criteria may receive a discount, which may vary over the term of the contract, 

from his otherwise applicable base bill (excluding taxes and adjustments), but in no case 

will the discounted energy charges be below the Company’s marginal cost. For current 

customers adding load, the discount will apply only to the added load. Example: A 

qualified customer may receive a discount of 20 percent from its base bill in years one and 

two, 15 percent in years three and four and no discount in year five.”62 

Q 
A. 

Q 
A. 

What is your recommendation concerning Service Schedule 9? 

In consultation with Staff and considering the policy implications of such an offering, I 

recommend that the Commission reject this service schedule and direct the Company to 

file individual special contracts which will delineate the specific discounts, terms, and 

conditions for each situation where A P S  wants to negotiate a discount with a customer 

who is expanding or adding new load to its service territory. Staff and interested parties 

would have an opportunity to review the particulars and evaluate the costs and benefits of 

such a proposal and then present the Commission with arguments for or against the 

proposed discount. If at some time in the future it seems that such special contracts are all 

very similar and becoming routine, the Commission at the time could consider putting this 

issue into tariff for similar to what the Company has requested in this case. This way the 

public interest of protecting all customers is best served. 

Does this conclude your testimony? 

Yes, it does. 

Attachment CAM-13 Service Schedule 9 Section 3.1. 62 



Experience and Qualification of Michael J. McGarry, Sr. 

Summary 
Mr. McGarry’s professional experience spans thirty years within the private and 

public sectors. He has conducted over thirty comprehensive management and operational 
audits of investor-owned energy, telecommunications, and water utilities. These audits 
have included comprehensive management audits and/or operational audits on most 
utility functions including corporate governance, strategic planning, internal auditing, 
capital and operating budget process and practices, distribution operations and 
maintenance, fuel procurement, supply chain management, demand side management, 
crew operations, affiliates transactions, commodity trading, and construction program 
practices. 

Project Management 
Mr. McGarry’s experience includes management of multi-discipline teams for a 

wide range of client engagements, development and implementation of detailed work 
plans and project schedules. He has analyzed and planned interdivisional resource 
utilization; supervised, developed and coached interdivisional team members; and created 
numerous executive reports, briefings, and presentations. 

Regulatory and Rate Case Management 
Mr. McGarry has worked with clients to manage all aspects of the regulatory and 

rate case process. He has developed efficient processes to prepare supporting analyses 
and testimony for submission to the regulatory bodies and interveners. He is a seasoned 
project manager and has analytical expertise to respond to interrogatories and data 
requests from all rate case interveners in a timely manner. Mr. McGarry has assisted a 
number of clients in preparing revenue requirement and cost of service analyses. He has 
also developed rate structure and billing determinant information analyses, time of day and 
interruptible rates analyses, fuel and purchased power reports, and annual wholesale rates for 
member cooperatives. He has developed complex revenue requirement models to present 
alternative positions to a utility’s proposed rate request. 

Testimony and Witness Preparation 
Mr. McGany has proffered and /or supported testimony in Colorado, Delaware, 

Illinois, Maine, Michigan, Maryland, New York, Nova Scotia, Ohio, Pennsylvania and 
Utah. These proceedings included testimony involving management decision and 
prudence impacts, operations and maintenance expenses, capital investments, revenue 
requirements, project management, and others. 

Utility Management and Operational Audits 
Mr. McGarry has conducted over thirty comprehensive management and 

operational audits of investor-owned energy and telecommunications utilities. These 
audits have included comprehensive management audits and/or operational audits on 
most functions within the utility environment including corporate governance, strategic 
planning, internal auditing, capital and operating budget processes and practices, 
distribution operations and maintenance, fuel procurement, supply chain management, 
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demand side management, crew operations, affiliates transactions, commodity trading, 
and construction program practices. 

Restructuring, Unbundling, and Cost A Zlocation 
Mr. McGarry has developed the supporting analyses and regulatory filing 

requirements needed to support unbundling rates for utilities. This has included detailed 
studies where the company’s plant-in-service and depreciation reserve was allocated to 
each unbundled function. He has assessed utility management actions to prepare the 
company for competition, including the processes and practices used by the utility to 
prepare to enter new markets and offer new services. 

Training and Public Speaking 
Mr. McGarry has presented topics before Commission staff groups, NARUC sub- 

committee groups, and as a program faculty member (2010) for the Institute of Public 
Utilities at Michigan State University. Topics presented include management auditing 
and prudence reviews, service company costs and allocations, forecasting methodology 
and modeling, revenue requirements, rate base, and price regulation theory. 

Education 
Potsdam College, B.A., Economics, 1981 
University at Buffalo School of Management, MBA, 1996 

Regulatory Experience 
Before the Connecticut Department of PubIic Utility Control (CTDPUC) 
Docket 10-02-1 3 Application of Aquarion Water Company to Amend its Rate Schedules 
On behalf of the CTDPUC, April-August 20 10 
Project Manager. Oversaw rate case analysis and assessment of company’s proposed 
revenue requirement specifically related to cash working capital and test year expenses. 
Assisted with analysis of specific issues and preparation of Commission’s recommended 
decision. 

Docket 07-07-0 1 Diagnostic Management Audit of Connecticut Light & Power Company. 
On behalf of the Staff of the CTDPUC, July 2008-June 2009 
Project Manager. Performed overall day to day project management responsibilities to 
conduct a diagnostic management audit of the Connecticut Light & Power Company 
(CL&P). Managed a project team of accountants, engineers and industry specialists who 
were responsible for evaluating the effectiveness of the management and operations of all 
aspects of the company. In addition, managed a focused prudency review of Northeast 
Utilities’ (CL&P’s parent company) development and implementation of a $122 million 
customer information system known as CustomerCentral or C2. 

Before the Delaware Public Service Commission (DEPSC) 
Docket No. 09-414 On behalf of the Staff of the DEPSC in the matter of the application 
Delmarva Power & Light Company (DPL) for approval of modifications to its electric 
base rates, September 2009-May 201 0 
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Project Manager. Oversaw rate case analysis and assessment of company’s proposed 
revenue requirement. Assisted with analysis of specific issues and preparation of witness 
testimony. 

Docket No. 07-239F On behalfof the Staffof the DEPSC in the matter of the application 
DPL for approval of modifications to its gas cost rates, October 2007-April 2008 
Project Manager and Testifying Witness. Oversaw review of DPL gas hedging program. 

Docket No. 06-287 On behalfof the Staffof the DEPSC in the matter of Chesapeake Gas 
Corporation ’s implementation of a Gas Hedging program, June-August 2007 
Project Manager. Provided industry expertise and suggestions to the Commission on a 
proposal plan to implement a gas hedging procurement program at the Company. 

Docket No. 06-284 On behalf of the Staff of the DEPSC in the matter of DPL’s request 
for a $ I  5M increase in gas base rates, October 2006-March 2007 
Project Manager and Testifjring Witness. Testified on several rate base and revenue 
requirement issues. Recommended Commission reduce proposed rate increase request to 
$8.4M (56%). 

Before the District of Columbia Public Service Commission (DCPSC) 
Formal Case No. 1076 In the Matter of the Application of the Potornac Electric Power 
Company (PEPCO) for Authority to Increase Existing Retail Rates and Charges for 
Electric Distribution Service. 
On Behalf of the DCPSC, July-June 2010 
Project Manager. Advised Commission Staff on the Company’s and intervener’s filings 
and testimony regarding revenue requirements, rate base, cost of service, rate design, bill 
stabilization, and depreciation. 

Formal Case No. 1053 - Technical consultant for the DCPSC in the matter of PEPCO’s 
request for a $50.4 million increase in base rates, February 2007-June 2008 
Project Manager. Provide technical expertise to Commission in evaluating the 
Company’s rate case filing. Commission accepted adjustments which reduced the 
allowed increase by a significant percentage. 

Formal Case No. 1032 In the Matter of the Investigation into PEPCO’s Distribution 
Service Rates 
On Behalf of the DCPSC, Janxary-March 2005 
Project Manager. Review and evaluation of PEPCO compliance filings for class cost of 
service and revenue requirements for distribution service pursuant to a settlement 
approved in May 2002. Provided analysis and recommended adjustments to Staff on 23 
designated issues and 13 Company proposed adjustments. Proceeding was settled in 
anticipation of a full rate case for rates to be effective August 8, 2007. 
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Formal Case No. 1016 In the Matter of the Application of Washington Gas Light 
Company (WGL), District of Columbia Division, for Authority to Increase Existing Rates 
and Charges for Gas Service 
On Behalf of the DCPSC, June-December 2003 
Project Manager and Consultant to Commissioners and Staff. Project Manager for the 
analysis of WGL’s rate filings. Provided analysis and recommended adjustments to the 
DCPSC Staff on WGL’s proposed increase to base rates. Advised the Commission during 
deliberations on party positions and possible recommendations. 

Before the Hawaii Public Utilities Commission 
Docket No. 05-0075 In the matter of a proceeding to investigate Kauai Island Utility 
Coop’s Proposed Revised Integrated Resource Plan and Demand Side Management 
Framework, June-November 2005 
Project Manager. Managed a team of consultants responsible for evaluating the impact of 
the changes proposed by the Company. 

Before the Illinois Commerce Commission (ILCC) 
Case: 05-0597 On behalf of the Illinois Citizens Utility Board, Cook County States 
Attorney’s Office and City of Chicago, November 2005-May 2006 
Project Manager and Testifying Witness. Provided analysis and recommended 
adjustments in the general rate increase of 20.1% or $320 million filed by ComEd. 

Consultant to Illinois Power Company. Conducted mandated compliance filing to un- 
bundle utility’s rate tariffs. Prepared filing requirements and all support schedules 
analysis to justify allocation of generation, transmission and distribution. Prepared 
testimony on behalf of the Company’s Controller. 

Consultant to Illinois Power Company. Prepared 2001 required update filing for the 
ILCC compliance filing to un-bundle utility’s rate tariffs. Prepared filing requirements 
and all support schedules analysis to justify allocation of generation, transmission and 
distribution. Prepared testimony on behalf of the Company’s Controller. 

Before Maine Public Utilities Commission (MEPUC) 
Case No 2008-15 1 MEPUC Investigation into Maintenance and Replacement Program 
for Northern Utilities Inc. ’s Cast Iron Facilities (Phase II) 
On behalf of Maine Public Advocate, July 2008-July 2010 
Project Manager and Testifying Witness. Litigated proceeding and led a consultant team 
to assist the State of Maine Public Advocate to follow-up on investigation for the need 
for the program and the Company’s management of the repair or replacement of its cast 
iron facilities. 

Case No 2004-8 13 MEPUC Investigation into Maintenance and Replacement Program 
for Northern Utilities Inc. ’s Cast Iron Facilities (Phase I )  
On behalf of Maine Public Advocate, November 2004-March 2005 
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Project Manager and Testifying Witness. Litigated proceeding and led a consultant team 
to assist the State of Maine Public Advocate to investigate the need for the program and 
the company’s management of the repair or replacement of its cast iron facilities. 

Before the Maryland Public Service Commission 
Case No. 909219093 (Phase 11) On behalf of the Staff of the Commission in Base Rate 
Proceeding for  PEPCO and Delmarva Power & Light Company December-March 2008 
Project Manager and Testifying Witness. Provided rebuttal testimony on behalf of the 
Commission related to the reasonableness of the costs and charges of Pepco Holdings, 
Inc. Service Company. 

Case No. 9092 On behalf of the Staff of the Commission in Base Rate Proceeding for 
PEPCO, January-June 2007 
Project Manager. Reviewed and analyzed company’s base increase request and all pro 
formas, adjustments to test year revenue requirement and supported witness testimony. 
Commission approved less than 20% of Company’s original request. 

Case No. 9062 On behalfof the Staffof the Commission in the mutter of the application 
of Chesapeake Utilities Corporation for authority to revise its rates and charges for gas 
service, May-October 2006 
Project Manager. Managed a project team responsible for providing expert witness 
testimony in the areas of revenue requirements, rate base, cost of service, revenue 
allocation, rate design, revenue normalization, and cost of capital. 

Before the Massachusetts Department of Public Utilities (MADPUI 
Case No. D.P.U. 08-1 10 On behalfof the MDPUregarding the Petition and Complaint of 
the Massachusetts Attorney General for an Audit of New England Gas Company, 
February-August 20 10 
Project Manager. Managed a project team of accountants and industry specialists who 
were responsible for evaluating the accuracy of the accounting records, practices and 
procedures used in the development of the Company’s revenue requirements calculations 
in the Company’s base rate request. 

Before the Michican Public Service Commission 
Case No. U-16432 On behalf of the Attorney General of the State of Michigan in the 
matter of Consumers Energy Company’s Application to Implement a Power Supply Cost 
Recovery I lan  for 201 I February-June 201 1 
Project Manager. Reviewed cost recovery plan requirements and provided analysis and 
testimony concerning prior year under-recovery, generation dispatch and purchased 
power, purchased power agreements, emission control expenses including 
appropriateness of mercury filter expenses as part of PSCR process. 

Case No. U-16434 On behalf of the Attorney General of the State of Michigan in the 
matter of Detroit Edison Company’s Application to Implement a Power Supply Cost 
Recovery Plan for 2011 February-June 201 1 
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Project Manager and Testifying Witness. Reviewed cost recovery plan requirements and 
provided analysis concerning prior year under-recovery, generation dispatch and 
purchased power, purchased power agreements, emission control expenses including 
appropriateness of coal refinement expenses as part of PSCR process. 

Case No. U-16472 In the matter of the application of The Detroit Edison Company 
(DetEd) for authority to increase its rates, amend its rate schedules and rules governing 
the distribution and supply of electric energy, and for miscellaneous accounting 
authority. February-June 20 1 1 
Project Manager and TestifLing Witness. Review of Advanced Metering Infrastructure 
program cost benefits and tariffs filed and potential witness to same. 

Case No. U-16407 On behalf of the Attorney General of the State of Michigan in the 
matter of the application of Michigan Consolidated Gas Company (MichCon) for 
approval of a detailedplan for main renewal, including a long-term plan to significantly 
reduce the amount of cast iron main in its system. Nov 20 10-May 20 1 1 
Project Manager and Testifying Witness. Reviewed Company’s proposed plan with 
respect to whether a cost recovery mechanism can be designed to minimize the impact on 
ratepayers. Testified as to the reasonableness of cost benefit of replacements as well as to 
the capital cost recovery as it affects kture rate cases. 

Case No. U-16300 On behalf of the Attorney General of the State of Michigan in the 
matter of the application of Consumers Energy Company (CECO) for authority to 
reconcile its renewable energy plan (REP) costs associated with the plan approved in 
Case No. U- I5805. November 201 0-January 20 1 1 
Project Manager and Testifying Witness. Reviewed the Company’s REP Cost 
Reconciliation for 2009 to ensure the adherence to approved processes and reasonable 
and prudent costs. Testified as to significant concerns with respect to the transfer price 
for renewable energy resources proposed by the Company. 

Case No. U-16356 On behalf of the Attorney General of the State of Michigan in the 
matter of the application of DetEd for authority to reconcile its REP costs associated 
with the plan approved in Case No. U-15806-RPS. October 20 10-March 201 1 
Project Manager and Testifying Witness. Reviewed the Company’s REP Cost 
Reconciliation for 2009 to ensure adherence to approved processes and reasonable and 
prudent costs. 

Case No. U-15675-R On behalfof the Attorney General of the State of Michigan in the 
matter of the application of CECO for the reconciliation ofpower supply cost recovery 
(PSCR) costs and revenues for the calendar year 2009, October 2010-January 201 1 
Project Manager and Testifying Witness. Reviewed PSCR plan requirements and testified 
to transfer price, replacement power costs, and reasonableness of including excess fuel 
and variable O&M expenses proffered by various intervenors. 
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Case No. U-15677-R On behalfof the Attorney General of the State of Michigan in the 
matter of the application of The Detroit Edison Company for reconciliation of its PSCR 
plan for the calendar year 2009, September-December 201 0 
Project Manager and Testifying Witness. Reviewed PSCR reconciliation and testified 
with respect to the transfer price for renewable energy source flowing into the PSCR 
proposed by the Company. 

Case No. U-16047 On behalf of the Attorney General of the State of Michigan in the 
matter of the application of DetEd for authority to implement a PSCR Plan in its rate 
schedules for 201 0 metered jurisdictional sales of electricity, January-May 201 0 
Project manager and Testifying Witness. Reviewed PSCR plan requirements and testified 
to appropriateness of specific components of that factor. 

Case No. U-15415-R On behalf of the Attorney General of the State of Michigan in the 
matter of the application of CECO for the reconciliation of PSCR costs and revenues for 
the calendar year 2008 and for other relief related to pension and OPEB costs, May- 
November 2009 
Project Manager and Testifying Witness. Reviewed PSCR reconciliation, provided 
analysis of potential issues, and developed recommendations including basis, past 
precedence, and/or industry expertise. 

Case No. U-l5806A-J-15890 On behalfof the Attorney General of the State of Michigan in 
the matter of DetEd and MichCon to comply with Public Acts 286 and 296 regarding their 
REP and Energy Optimization Plan (EOP), March-June 2009 
Project Manager and Testifying Witness. Reviewed the EOPs of both DetEd and MichCon 
and provided analysis of issues and shortcomings Concerning the plans in relation to the 
specifications of the Act and the benefit to customers. 

Case No. U-15805/15889 On behalfof the Attorney General of the State of Michigan in 
the matter of CECO to comply with Public Acts 286 and 295 regarding its REP and 
EOP, March-June 2009 
Project Manager and Testifying Witness. Reviewed the EOP of CECO and provided 
analysis of issues and shortcomings concerning the plans in relation to the specifications 
of the Act and the benefit to customers. 

Case No. U-15677 On behalf of the Attorney General of the State of Michigan in the 
matter of the application of DetEd for authority to implement a PSCR plan in its rate 
schedules for 2009 meteredjurisdictional sales of electriciQ, January 2009-June 20 10 
Project manager. Reviewed PSCR plan requirements and testified to appropriateness of 
specific components of that factor. 

Case No. U-15415 On behalf of the Attorney General of the State of Michigan in the 
matter of the application of CECO for approval of a PSCR plan and for authorization of 
monthly PSCR factors for the year 2008, January-March 2008 



Case No. U-14701-R On behalfof the Attorney General of the State of Michigan in PSCR 
2006/07 reconciliation proceeding, June-November 2007 
Project Manager and Testifying Witness. Reviewed PSCR reconciliation and testified to 
eliminate some expenses used in the company’s calculation of its under-recovery PSCR 
reconciliation for 2006. 
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Project Manager. Reviewed PSCR plan requirements and provided summary briefing to 
Michigan Attorney General. 

Case No. U-15320 On behalf of the Attorney General of the State of Michigan in the 
matter of the application of Midland Cogeneration Venture Limited Partnership for the 
Commission to eliminate the “availability caps” which limit CECO s recovery of 
capacity payments with respect to its power purchase agreement with Midland 
Cogeneration Venture Limited Partnership, October 2007-June 2008 
Project Manager. Oversaw project to provide industry expertise to evaluate issue in case 
and recommend alternative arguments. 

Case No. U-15245 On behalf of the Attorney General of the State of Michigan in the 
matter of the application of CECO for authority to increase its rates for the generation 
ana’ distribution of electricity and for other relieJ July 2007-April 2008 
Project Manager and Testifying Witness. Provided expert testimony on partial and 
interim rate relief, CECO’s decision to acquire Zeeland Power Company from Broadway 
Gen Funding, LLC. Provided testimony in permanent phase to reduce company’s net 
operating income to more closely reflect the expected costs in 2008. 

Case No U-15244 On behalf of the Attorney General of the State of Michigan in the 
matter of the application of DetEd for authority to increase its electric base rates, 
September 2007-October 2008 
Project Manager and Testifying Witness. Testified regarding revenue requirements. 

Case No U-15190 On behalf of the Attorney General of the State of Michigan in Base 
Rate Proceeding for CECO, March-September 2007 
Project Manager. Reviewed the revenue decoupling proposal and supported the witness 
testimony. 

Case No U-15040 On beha2fof the Attorney General of the State of Michigan in Gas Cost 
Recovery (GCR) 2007/08 Plan proceeding, March-August 2007 
Project Manager and Testifying Witness. Reviewed GCR plan requirements and provided 
analysis of the potential benefits of gas procurement hedging program. 

Case No. U-15001 On behalfof the Attorney General of the State of Michigan in PSCR 
200 7/08 Plan proceeding, November 2006-August 2007 
Project Manager and Testifying Witness. Reviewed PSCR plan requirements and testified 
to appropriateness of specific components of that factor. 
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Case No. U-14547 On behalf of the Attorney General of the State of Michigan in the 
matter of the application of CECO for authority to increase rates for the distribution of 
natural gas and for other relieJ; December 2005-April 2006 
Expert Witness and Project Manager. Provided analysis, recommended adjustments, and 
filed testimony for the Attorney General on CECO’s proposed increase to base rates. 

New Mexico Public Service Commission (NMPSC) 
Special Case Study: Public Service Company of New Mexico (PNM) NM PRC Docket 

Blue Ridge worked with QSI Consulting, Inc. to conduct a training session for the 
NMPSC Staff and develop training materials for presentation to Staff on the basic 
elements of future test year proceedings, how those may differ from traditional rate cases, 
and how to apply and interpret the forecasting methodologies and modeling that will 
come into play; and analyze the pending PNM rate case and provide an analytic 
framework for Staff to apply to the forecasting issues in the case. 

NO. lU-OOU86-UK August 2010 

Before the Missouri Public Service Commission (NDPSC) 
Veolia Energy Company (Veolia) 2011 and 2012 Request for Authority to Increase 
Electric Rates in Missouri (Case No. PU-I 0-657/PU-I 1-55) April 201 1-present 
Project Manager and Testifying Witness. Led a team of consultants engaged to review 
Veolia’ s proposed adjustments, rate base, revenues and expenses, affiliate transactions 
and allocations, revenue requirement, cost of capital, and cost of service and rate design. 
Evaluated Veolia’ s proposed revenue requirement and testified before the NDPSC to 
proposed adjustments to the revenue requirements filed by the company in its application. 

Before the North Dakota Public Service Commission 
Northern States Power Company (1\TSP) 201 1 and 2012 Request for Authority to Increase 
Electric Rates in North Dakota (Case No. PU-lO-657/PU-I I-55) April 201 1-present 
Project Manager and Testifying Witness. Led a team of consultants engaged to review 
NSP’ s proposed adjustments, rate base, revenues and expenses, affiliate transactions and 
allocations, revenue requirement, cost of capital, and cost of service and rate design. 
Evaluated NSP’s proposed revenue requirement and testified before the NDPSC to 
proposed adjustments to the revenue requirements filed by the company in its application 

Before the Nova Scotia Utility and Review Board 
Case No. P-886 On behalf of the Consumer Advocate of the Province of Nova Scotia in 
the base rate proceeding of Nova Scotia Power, December 2006-March 2007 
Project Manager and Testifying Witness. Provided an evaluation of a management audit 
of Nova Scotia Power and that report’s usefulness to assess the Company’s management 
performance and operational efficiency within the context of that proceeding. 

Before the Public Utilities Commission of Ohio (PUCO) 
Case No. 08-0917-EL-SSO On behalfof the Ohio Hospital Association in the matter of 
the Application of American Electric Power of Ohio for authority to increase rates for 
distribution of electric service. (Hired by Ohio Hospital Association’s attorney for utility 
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matters, Bricker and Eckler, to provide expertise in negotiating rate with American 
Electric Power.), September 2008-March 2009 
Evaluated revenue and rate impact on member hospitals. 

On behalf of the Staff of the PUCO 
Case #08-0072-GA-AIR Columbia Gas of Ohio for an increase in gas rates, 
April-August 2008 
Case #07-0829-GA-AIR Dominion East Ohio for an increase in gas rates, 
November 2007-July 2008 
Case #07-0589-GA-AIR Duke Energy Ohio for an increase in gas rates, 
November 2007-Februrary 2008 

Project Manager. Oversaw multi-discipline team of accountants, auditors, engineers and 
analysts to conduct a comprehensive rate case audit of the Company’s gas base rate 
filing. Primary goal of project was to validate information in filing, provide findings 
conclusions and recommendations concerning the reliability of information and data in 
the filing and support Staff in its evaluation of the reasonableness of the filing. 

rn 

Case No. 07-0551-EL-UNC On behalfof the Ohio Schools Council in the matter of the 
Application of First Energy Ohio (and its operating companies Ohio Edison, Cleveland 
Electric and Toledo Edison) for authority to Increase rates for distribution service, 
mod& certain accounting practices and for tariff approval, August 2007-April 2008 
Project Manager. Hired by Ohio Schools Council’s attorney for utility matters (Bricker 
and Eckler, LLP) to provide industry expertise in reviewing First Energy’s application 
with respect to cost of service and rate design and the resulting impact on Council’s 
member school systems’ energy costs. 

Case No. 06-0986-EL-UNC On behalf of the City of Cincinnati in the matter of the 
Application of Duke Energy Ohio, Inc., to modifjl its market-based Standard service over, 
May-August 2007 
Project Manager. Hired by City of Cincinnati’s Water and Sewer District attorney for 
utility matters (Bricker and Eckler, LLP) to provide industry expertise in reviewing the 
Company’s proposal and impact on City’s project energy costs. 

Oregon Public Utilities Commission (OPUC) 
Docket No UP205 Examination of NWNaturaZ s Rate Base and AfJiliated Interests Issues 
Co-sponsored between NW Natural, Staff, Northwest Industrial Gas Users, Citizens 
Utility Board, August 2005-January 2006 
Project Manager. Led a team that conducted a management audit of NW Natural Gas that 
included an evaluation of rate base issues for Financial Instruments (gas and financial 
hedging) Deferred Taxes, Tax Credits, Cost for a Distribution System, Security Issuance 
Costs and AFUDC calculations as well as Affiliate Transactions for Cost Allocations and 
Transfer Pricing, Labor Loading, Segregation of Regulated Rate Base and Subsidiary 
Investments and Properties, and validation of tax paid from/to affiliates are proper. Audit 



I Direct Testimony of Michael J. McGarry, Sr. 
Docket No. E-01345A-11-0224 

I Exhibit MJM-1, Page 11 

I 

~ 

was to ensure Company compliance with orders, rules and regulations of the OPUC, with 
Company policy and with Generally Accepted Accounting Principles. 

Utah Division of Public Utilities 
Docket No. 09-035-23 In the Matter of the Application of Rocky Mountain Power (RMP) 
for Authority to Increase its Retail Electric Utility Service Rates in Utah and for 
Approval of its Proposed Electric Service Schedules and Electric Service Regulations, 
June-December 2009 
Project Manager and Testifying Witness. Verified the reasonableness of the revenue 
requirements as provided by the company in its application and testified before the Public 
Service Commission of Utah. 

Docket No. 09-035-15 In the Matter of the Application of RMP for Approval of its 
Proposed Energy Cost Adjustment Mechanism (ECAM) - Net Power Cost Evaluation 
(NPC), RMP 2009 General Rate Case, July-December 2009 
Project Manager and Testifying Witness. Analyzed the reasonableness and technical 
accuracy of the RMP’s NPC request, performed a comprehensive review of the 
Company’s NPC estimate and developed recommendations to ensure an accurate baseline 
for the ECAM, analyzed special issues addressed in the NPC portion of the case, 
analyzed the Company’s fuel price hedging policies and provided recommendations 
appropriate for the ECAM, and reviewed intervener NPC issues as well as analyzing 
additional issues as raised by the Company and testified to hedging issues. 

Before the WashinEton Utilities and TraVeoliaortation Commission (WUTC) 
Independent Third-party Evaluation of Puget Sound Energy’s (PSE) Conservation 
Incentive Mechanism (ECIM) under the co-direction of PSE and the WUTC Stax  Phase 
I: July-October 2009; Phase 11: October 2009-September 201 0 
Project Manager: Assess the extent to which the design and implementation of the 
incentive mechanism addressed key issues and objectives required by the Commission: 
accuracy of implementation in calculations of incentives or penalties, compliance with 

I the conditions and requirements of the pilot program, proper use of the calculation 
methodology, and which assumptions or methods were used to calculate and verify the I 
savings report. 

Before the Public Utilities Commission of the State of Colorado (COPUC) 
Docket No. 04A-050E Review of the Electric Commodity Trading Operations of Public 
Service Company of Colorado (PSCo) 
On behalf of the COPUC Staff, March-September 2004 
Project Manager. Focused operational audit within the bounds of a litigated proceeding to 
determine if ratepayers were subsidizing or negatively impacted by PSCo’s energy 
trading function. 
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South Carolina State Senator 
Advised Senator on regulatory process for requesting States Public Service Commission 
for a comprehensive review of Duke Power Company’s storm and restoration and right of 
way management. Reviewed and advised Senator of results of report finding. 

Before the Missouri Public Service Commission 
Consultant to Ameren UE. Conducted revenue requirement analysis in preparation of 
Missouri Public Service Commission compliance filing to un-bundle utility’s rate tariffs. 
Prepared the filing requirements and all support schedules analysis to justify allocations 
of generation, transmission and distribution. 

Southern Connecticut Gas 
Consultant. As part of a team that conducted a comprehensive management audit of the 
management and operations of the Company, completed the capital budgeting area of the 
audit. 

Before the New York Public Service Commission 
Case: 94-C-0657 
Commission Staff. Proceeding to evaluate the compliance of NYNEX with Commission 
rules and orders related to operational support system costs to competitors. Part of staff 
panel to facilitate discussion between company and potential competitors (i.e., users of 
operational support systems) and report back to Commission. 

Focused review of the preparedness of Rochester Gas and Electric (RG&E) and 
Consolidated Edison (ConEd) for competition in the electric industry. Evaluated a11 
aspects of the company’s management actions to prepare for competition including 
strategic planning, goals and objectives and senior management’s attention to the 
company operations in a de-regulated industry 

Case: 97-M-0567 
Commission Staff. Litigated proceeding to determine the benefits of a proposed merger 
of Long Island Lighting Company / Brooklyn Union Gas. Analyzed the proposed synergy 
savings. 

Case: 96-E-0132 Show Cause Proceeding Regarding Rate Relief for Ratepayers of 
LILCO 
Commission Staff and Testifying Witness. Litigated proceeding where Staff proffered 
testimony containing a benchmark study showing that LILCO’ s operations and 
maintenance expenses were excessive compared to a peer group of 24 utilities. Panel 
testimony concerning the findings and conclusions resulting from the benchmark study. 

Case: 96-M-0858 Prudence Investigation into the Scrap Handling Practices in the 
Western Division of Niagara Mohawk Power Company (MIMU) 
Commission Staff and Testifying Witness. Litigated proceeding as a result of allegations 
of bribery and corruption in company practices related to a specific vendor who 
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purchased company scrap metal. Lead team of 10 staff examiners to quantify the extent 
to which the Company paid excessive rates to this vendor. Testified to the findings of the 
analysis. Case settled with ratepayers receiving a credit to bills 

Case: 9 1 -C-06 13 Operational Audit of the Outside Plant Construction and Rehabilitation 
Program of New Yovk Telephone Company 
Commission Staff. Comprehensive operational audit of the company’s management and 
implementation of a $150M capital program to rehabilitate the outside plant distribution 
network. Served as Staff Examiner responsible for crew supervision, goals monitoring, 
contractor oversight, and report preparation. 

Case: 9 1-W-0583 Prudence Proceeding Regarding the Operations and Management of 
Jamaica Water 
Commission Staff and Testifjring Witness. Litigated proceeding as a result of audit to 
determine extent to which management inattention and inappropriate practices resulted in 
excessive costs to rate payers. Testified on a Staff panel to the excessive costs associated 
with management’s inattention to sound business practices related to the design, purchase 
and installation of the Company customer information system. 

Case: 92-W-0030 Operational Audit of Jamaica Water Operations and Management 
Commission Staff. Comprehensive management audit of company operations. 
Responsible for work plan development, and specific topics areas including engineering, 
contracting, and information technology. Findings led to prudence proceeding. 

Case: 92-M-0973 Management Audit of RG&E 
Commission Staff. Comprehensive management audit of company operations. 
Responsible for work plan development, supervision of staff and specific topics areas 
including purchasing and internal controls. 

Case: 93-E-09 18 Operational Audit of the Demand Side Management Function at RGhE 
Commission Staff. Comprehensive operational audit of the demand side management 
function including program planning, management and energy savings verification. 
Developed and supervised the implementation of the work plan. 

Case: 88005 Operational Audit of Materials and Supply Function at National Fuel Gas 
Commission Staff. Comprehensive operational audit of the materials and supplies 
function including warehouse operations, inventory control and procurement. Developed 
and implemented the work plan for this project. 

Operational Audit of the Fuel Procurement and Contracting of LILCO 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project. 



Direct Testimony of Michael J. McGany, Sr. 
Docket No. E-01345A-11-0224 
Exhibit MJM-1, Page 14 

Operational Audit of the Fuel Procurement and Contracting of ConEd 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project 

Case: 90007 Operational Audit of the Fuel Procurement and Contracting of Central 
Hudson Gas and Electric 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project 

Operational Audit of Fuel Procurement and Contracting of Orange & Rockland Utilities 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Provided research and data evaluation 
expertise to the project 

Operational Audit of the Fuel Procurement and Contracting of RG&E 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on nuclear fuel. Provided research and data evaluation expertise. 

Case: 88-E- 1 1 5 Prudence Proceeding to Investigate the Construction Costs Associated 
with the Homer City Coal Cleaning Plant (HCCCP) 
Commission Staff and Testifying Witness. Litigated proceeding as a result of audit to 
determine extent to which management inattention and inappropriate practices resulted in 
excessive construction charges related to the HCCCP. Testified on a Staff panel to the 
fuel price differential costs resulting from the failure of the coal cleaning plant to function 
as designed as well as surrebuttal testimony on the cost of a flu-gas de-sulfurization plant 
and ancillary equipment and facilities. Case settled. Customers received $125M credit. 

Case: 87003 Operational Audit of the HCCCP 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on the construction of the HCCCP jointly owned by New York 
State Electric and Gas (NYSEG) and Penelec. Responsible for fuel and construction costs 
analysis, benchmarking costs and alternative methods for meeting EPA Clean air 
restrictions, contracting practices and report preparation. 

Case: 87003 Operational Audit of the Fuel Procurement and Contracting of NYSEG 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Responsible for fuel cost analysis, 
benchmarking costs, contracting practices and report preparation. 

Case: 86007 Operational Audit of the Field Crew Supervision and Utilization of NYSEG 
Commission Staff. Comprehensive operational audit to determine effectiveness of field 
crew utilization and supervision. Staff examiner responsible for verifying supervisor 
activities, reporting, goals attainment and report preparation. 
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Case: 86005 Prudence Proceeding to Investigate the Fuel Procurement and Contracting 
Practices at NIMO 
Commission Staff. Litigated proceeding as a result of audit to determine extent to which 
management inattention and inappropriate practices resulted in excessive fuel charges to 
customers. Responsible for fuel cost analysis and benchmarking costs, contracting 
practices, and testimony preparation. Case settled with customers receiving $66M credit. 

Case: 86005 Operational Audit of the Fuel Procurement and Contracting of NIMO 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on non-nuclear fuel. Responsible for fuel cost analysis and 
benchmarking costs, contracting practices and report preparation. 

Case: 85001 Operational Audit of the Research and Development Function of ConEd 
Commission Staff. Comprehensive operational audit to determine effectiveness of 
ratepayer funds spent on R&D activities. Staff examiner on the project responsible for 
reviewing projects documentation and control, outside contracting a report preparation. 

Tesiimony Bled by Mr. McGurry 
Before the Delaware Public Service Commission 

Delmarva Power and Light Company - Docket No. 07-239F 
Delmarva Power and Light Company - Docket No. 06-284 

0 

0 

Before the Illinois Commerce Commission 
0 Commonwealth Edison - Case: 05-0597 

Before Maine Public Utilities Commission 
0 

0 

Northern Utilities Inc. - Case No. 2008-1 5 1 
Northern Utilities Inc. - Case No. 2004-8 13 

Before the Maryland Public Service Commission 
0 PEPCO and Delmarva Power and Light Company - Case No. 9092/9093 

Before the Michigan Public Service Commission 
Detroit Edison - Case No. U-16434 
Detroit Edison - Case No. U- 16472 
Michigan Consolidated Gas Company - Case No. U-16407 
Detroit Edison Company - Case No. U- 163 5 6 
Consumers Energy Company - Case No. U-16300 
Detroit Edison Company - Case No. U-16047 
Detroit Edison and Michigan Consolidated Gas - Case No. U-15806/U-15890 
Consumers Energy Company - Case No. U-15805/15889 
Detroit Edison Company - Case No. U-15677-R 
Consumers Energy Company - Case No. U-15675-R 
Consumers Energy Company - Case No. U-15415-R 
Consumers Energy Company - Case No. U-15245 
Detroit Edison Company - Case No. U-15244 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 
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Michigan Gas Utilities, Corporation - Case No. U-15040 
Consumers Energy Company - Case No. U-15001 
Consumers Energy Company - Case No. U-1470 1 -R 
Consumer Energy Company - Case No. U-14547 

Before the Nova Scotia Utility and Review Board 
Nova Scotia Power - Case No. P-886 

Utah Division of Public Utilities 
Rocky Mountain Power - Docket No. 09-035-23 

Before the New York Public Service Commission 
0 

0 

0 

0 

Long Island Lighting Company - Case: 96-E-0132 
Niagara Mohawk Power Company - Case: 96-M-0858 
Jamaica Water - Case: 91 -W-0583 
New York State Electric & Gas Homer City Prudence Review - Case: 98-E-1 15 
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Environmental and Reliability Account (“ERA”) 
Plan of Administration 

Table of Contents 

2. Definitions ....................................................................................................................... 1 
1. General Description ......................................................................................................... 1 

3. Qualified FERC Accounts ............................................................................................... 2 
4. Calculation of ERA Revenue Requirement ..................................................................... 2 
5.  Calculation of ERA Adjustment Percentage ................................................................... 3 
6. Filing and Procedural Deadlines ..................................................................................... 3 
7. Compliance Reports ........................................................................................................ 3 

1. General Description 

This document descriies the plan for administering the Environmental and Reliability 
Account (“ERA”) approved for the Arizona Public Service Company (“APS”) by the 
Arizona Corporation Commission (“ACC” or “Commission”) on [insert date] in Decision 
No. xXXXX. The ERA provides for the recovery of the revenue requirement effect of 
actual environmental or generation plant additions or efficiency projects made by APS 
and not already recovered in base rates approved in Decision No. XxxXX or recovered 
through another Commission approved adjustment. The ERA will be calculated annually 
based on the ERA Qualified Investments closed to plant-in-service during the preceding 
calendar year. 

2. DeJinitions 

ERA Qualified Investments - Investments in Qualified Environmental Improvement 
Projects and Qualified GeneFtion Plant. Each ERA Qualified Investments must: (1) be 
classified in  one^ or more of the FERC plant accounts as listed in section 3 of this 
document, or any other successor FERC accoht, upon going into service, (2) be tracked 
by a specific project number, and (3) exceed $500,000 in capital investment. 

Qualified Environmental Improvement Proiects - Projects designed to comply with 
current or prospective environmental standards required by federal, state, tribal, or local 
laws and regulations. These standards and criteria for water, waste, and air include but 
are not limited to new and expected limits for carbon dioxide (C02) ,  sulfur oxide (SO,), 
nitrogen oxide (NO,), particulate matter (PM), volatile organic compounds (VOC), and 
toxics such as mercury (Hg), coal ash management, and requirements under the clean and 
safe drinking water acts. 

Oualified Generation Plant - Generation plant capacity acquisitions, existing generating 
plant efficiency projects or the construction of new generahg plant. 
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Total Companv Revenues - The net amount annually recorded in FERC Form 1, in 
accounts titled “Sales to Ultimate Customers” and “Provision for Rate Refunds.” 

3. Qualified FERC Accounts 

1. Steam Production 
FERC Account 3 10 - Land and Land Rights 

0 FERC Account 3 1 1 - Structures and Improvements 
0 FERC Account 3 12 - Boiler Plant Equipment 
0 FERC Account 3 13 - Engines and Engine-Driven Generators 
0 FERC Account 3 14 - Turbogenerator Units 
0 FERC Account 3 15 - Accessory Electric Equipment 
0 FERC Account 3 16 - Miscellaneous Power Plant Equipment 

2. Nuclear Production 
0 FERC Account 320 - Land and Land Rights 
0 FERC Account 32 1 - Structures and Improvements 
0 FERC Account 322 - Reactor Plant Equipment 
0 FERC Account 323 - Turbogenerator Units 
0 FERC Account 324 - Accessory Electric Equipment 
0 FERC Account 325 - Miscellaneous Power Plant Equipment 0 

3. Other Production 
FERC Account 340 - Land and Land Rights 

0 FERC Account 341 - Structures and Improvements 
0 FERC Account 342 - Fuel Holders, Products, and Accessories 
0 FERC Account 343 - Prime Movers 
0 FERC Account 344 - Generators 
0 FERC Account 345 - Accessory Electric Equipment 
0 FERC Account 346 - Miscellaneous Power Plant Equipment 

Please note this list may expand to include other accounts approved by the ACC in the 
future. 

4. Calculation of ERA Revenue Requirement 

The ERA Adjustment Percentage will recover capital expenditures and operations and 
maintenance (,‘O&M’) costs for ERA Qualified Investments. 

I ERA Revenue Reaukement used in calculating the ERA Adjustment Percentage will 
include: (1) R e m -  on ERA Qualified Investments based on the Company’s Weighted 
Average Cost of Capital (“‘WACC”) approved by the Commission in the Company’s 
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preceding general rate case; (2) depreciation expense; (3) income taxes; (4) property 
taxes; (5 )  deferred taxes and tax credits where appropriate and (6) associated O&M. 
ERA Qualified Projects and the ERA Revenue Requirement calculation will be submitted 
by the Company to the ACC in the form of Schedule 1 and Schedule 2 as attached to this 
document. 

0 

5. Calculation of ERA Adjustment Percentage 

The ERA Adjustment Percentage to be applied to customers’ bill (excluding Adjustment 
Schedule ETA, sales tax, transaction privilege tax, kgulatory assessments and h c h i s e  
fees) will equal a percentage calculated by dividing the total ERA Revenue Requirement 
by Total Company Revenues. 

6. Filing and Procedural Deadlines 

A P S  will file the calculated ERA Adjustment Percentage including all supporting data, 
with the Commission for the previous year on or before March 1st (please see 
“Compliance Report” section for a description of the filed reports). 

The Commission Staff and interested parties shall have the opportunity to review the 
ERA filing and supporting data in the adjustor calculation. Unless the Commission has 
otherwise acted by April lst, the new ERA Rate proposed by A P S  will go into effect with 
the fmt billing cycle in April (and will not be prorated) and will remain in effect for the 
following 12-month period. 

7. Compliance Reports 

APS will provide an annual report to Staffs Compliance Section and the Residential 
Utility Consumer Office detailing all calculations related to the ERA Adjustment 
Percentage, The reports will include at minimum the following: 

1. List of Qualified Investments by; 
a. Project Tracking Number 
b. Project Name 
c. ProjectPurpose 
d. Plant In-service Date 
e. Project Cost 

a. Accumulated Depreciation 
b. Cumulative Deferred T d a x  Credits 

2. Adjustments to Plant including; 

3. Annual Depreciation of Plant in Service for Qualified Projects 
4. Applicable Property Tax associated with Qualified Projects 0 
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5. Associated O&M Expense for Qualified Projects 
6 .  Total Company Revenues 
7. The Annual ERA Revenue Requirement ($000); and 
8. The ERA Adjustment Percentage (%) to be in effect for the following 12-month 

0 

period. 

Attached is the compliance report that will be submitted annually. 

Page 4 of 4 
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Docket No. E-01345A-11-0224 
Exhibit: MJM-2 Al”i lTl8nt LRS-3 

Page 5 of 6 

Schedule 1: Qualified Investments for ERA Adjustment 
Electric Plant in Service for Calendar Year 20XX 

Project Trackimg 
tine No. Number Project Name Purpose Indenrice Date Total Cost ACC Jurisdictional 

A 6 C D E F 

1. 
2. 
3. 
4. 

5. 
6. 
7. 
8. 

9. 
10. 
11. 
12. 

13. 
14. 0 15. 
16. 

Environmental improvement Projects 
XxxXX Project A Project A Purpose Description MM/W $ - $  
Xxxxx Project B Project B Purpose Description MM/W 
Xxxxx Project C Project C Purpose Description MM/W 

Total s - 5  

New Generation Capacity - Plant Construction 
Xxxxx Project A Project A Purpose Description MM/W s - s  
Xx)30( Project B Project B Purpose Description MMlW 
Xxxxx Project C Project C Purpose Description MM/W 

Total s - s  

New Generation Capacity - Plant Acquisitions 
xMoo( Project A Project A Purpose Desctiption MM/W s - $  
Xxxxx Project B Project B Purpose Description MM/W 
XxxXX Project C Project C Purpose Description MM/W 

Total s - 5  

Existing Generation Plant - Efficiency Projects 
wooo( Project A Project A Purpose Description M M m  s - $  
x1ooo( Project B Project 6 Purpose Description MM/W 
Xxxxx Project C Project C Purpose Description MM/YY 

Total s - s  

‘ a  
Page 1 of 2 



Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-2 

Schedule 2: Revenue Requirement and Adjustor Calculation 
Plant in Service for Calendar Year 20XX 

Billing Period 4/1/2OXX-3/3O/XX 

Line No. ERA Calculation 
Qualified Plant 

1. 
2. 
3. 
4. 
5. 

6. 
7. 
8. 

9. 

10. 
11. 
12. 
13. 
14. 

15. 

16 

Environmental Improvement Projects (Schedule 2, Line 4, Column F) 
New Generation Capacity - Plant Construction (Schedule 2, Line 8, Column F) 
New Generation Capacity - Plant Acquisition (Schedule 2, Line 12, Column F) 
Existing Generation Plant -New Efficiency Projects (Schedule 2, Line 16, Column F) 
Plant Balance - ERA Qualified Investments (Line 1 + Line 2 + Line 3 + Line 4) 

5 
s 
5 
$ 
5 

Adjustment to  Plant 
Accumulated Depreciation s 
Cumulative Deferred Taxflax Credits $ 
ERA Net Plant (Line 5 - Line 6 - Line 7) 5 

Pre-tax Weighted Average Cost of Capital 0.00% 

Revenue Requirement 
Composite Return on ERA Net Plant (Line 8 * Line 9) .s 
Annual Depreciation of Plant In Service $ 
Applicable Property Tax s 
Associated O&M Expense $ 
Total ERA Revenue Requirement (Line 10 + Line 11 + Line 12 +Line 13) $ 

Total Company Revenues $ 

ERA Adjustment Percentage (Line 14 / Line 15) 0.0% 

Note: This information is confidential until APS's FERC Form 1 has been filed. 

Page 2 of 2 
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September 30, 2011 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

JEFFREY W. JOHNSON 
Regulatory Affairs Supemisor 
State Regulatlon 

Mall Station 9708 
PO BOX 53999 
Phvenix, Arizona 85012-3999 
?el 602-250-2661 
Ieffrey.Johnson@aps.com 

Constance Fitzsi mmons 
Arizona Corporation Commission 
1200 W. Washington 
Phoenix, A2 85067 

RE: Arizona Public Service 
Docket No. E-01345A-11-0224 

Attached, please find Arizona Public Se 
Set of Data Requests in the above-referenced matter. 

PanY’s Response to Staff’s Fourteenth 

I regarding this informa , please contact Zachary Fryer at 
( 

IJ/cd 
Attachment 

cc: Michael 3 .  ry, Blue Ridge Consu ng Services, Inc. 

mailto:Ieffrey.Johnson@aps.com


Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

ARIZONA CORPORATION COMMISSION 
STAFF'S FOURTEENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

SEPTEMBER 20, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 14.1: - PSA: Workpaper PME-WP02 provides fuel categories Nuclear, Coal, 
Natural Gas/Oil, and Purchased Power. 

a. Please provide the source documents for amounts 
shown on PME-WP02. 

b. Please identify the 2010 General Ledger account entries 
(as provided in Pre-Filed 1.04-APS Test Year General 
Ledg er-APS 14048) showing ai I calculations a nd necessary 
references to support the information included on PME- 
WP02. 

c. Please reconcile any differences between Workpaper PME- 
WP02 and the APS Test year General Ledger. 

Response: (a) - (c) Attached as APS14826 is the requested information. 
Also attached as APS14841 is a revised PME-WP2 page 1 
that corresponds to the reconciled data provided above. 
Please note that the net base fuel cost decreased by 
approximately $72k due to the reconciiing differences. 

Witness: Pete Ewen 
Page 1 of 1 
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Arizona Corporation Commission 

Exhibit:. MJM-4 
Docket NO. E-01345A-11-0224 

Operatlng Unit Account Account Descrlptlon Budget Item GL PME WPZ 
~ 

GFCl 
GFCZ 
GFU 
GFC4 
GFCS 
GFCCMMN 
GCHl 
GCHZ 
GCH3 
GCHCMMN 
GFCS 
GFCCMMN 
GFNONPLT 
GNA 
GFCl 
GFC2 
GFC3 
GFC4 
GFC5 
GFCCMMN 
GCHl 
GCHZ 
GCH3 
GCHCMMN 
GFCS 
GFNONPLT 
GNA 
GFCl 
GFCZ 
GFC3 
GFC4 
GFCS 
GFCCMMN 
GCHl 
GCHZ 
GCH3 
GCHCMMN 
GFC4 
GFCCMMN 
GFNONPLT 
GNA 
GFCl 
GFCZ 
GFC3 
GFC4 
GFCS 
GFCCMMN 
GCHl 
GCHZ 
GCH3 
GCHCMMN 
GFNONPLT 
GNA 
GFCl 
GFCZ 
GFC3 
GFC4 
GFC5 
GFCCMMN 
GCHl 
GCH2 
GCH3 
GNA 
G F C l  
GFCZ 
GFC3 
GFC4 
GFCS 
GFCCMMN 
GCHl 

5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power ~ Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
50100OD Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5030000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
50100OD Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 

FERC BEN-10 
FERC BEN-10 
FERC BEN-10 
FERC BEN-10 
FERC BEN-10 
FERC BEN-10 
FERC BEN-30 
FERC BEN-30 
FERC BEN-30 
FERC BEN-30 
FERC BEN-99 
FERC BEN-99 
FERC BEN-99 
FERC BEN-99 
FERC ID-10 
FERC ID-10 

FERC ID-10 
FERC ID-10 
FERC ID-10 

FERC ID-10 

FERC ID-30 
FERC ID-30 
FERC ID-30 
FERC 10-30 
FERC ID-99 
FERC ID-99 
FERC ID-99 
FERC TAX-I 
FERCTAX-10 
FERC TAX-10 
FERC TAX-10 
FERC TAX-10 
FERC TAX-10 
FERC TAX-30 
FERC TAX-30 
FERCTAX-30 
FERC TAX-30 
FERC TAX-99 
FERC TAX-99 
FERC TAX-99 
FERC TAX-99 
FSL COAL HND-10 
FSL COAL HND-10 
FSL COAL HND-10 
FSL COAL HND-10 
FSL COAL HND-10 
FSL COAL HND-10 
FSL COAL HND-30 
FSL COAL HND-30 
FSL COAL HND-30 
FSL COAL "0-30 
FSL COAL HND-99 
FSL COAL HND-99 
FSL COAL OTH-IO 
FSL COAL OTH-10 
FSL COAL OTH-10 
FSL COAL OTH-10 
FSL COAL OTH-10 
FSL COAL OM-10 
FSL COAL OTH-99 
FSL COAL OTH-99 
FSL COAL OTH-99 
FSL COAL OTH-99 
FSL GAS FUEL-10 
FSL GAS FUEL-10 
FSL GAS FUEL-10 
FSL GAS FUEL-10 
FSL GAS FUEL-10 
FSL GAS FUEL-10 
FSL GAS FUEL-99 

(178,351.92) 
(178,351.92) 
(178,405.27) 
(47,944.60) 
(70,241.20) 

(157.918.82) 
(225,024.28) 
(264,620.96) 
(292,706.02) 
(79,540.11) 

0.02 
(0.02) 

(327,928.43) 
(19,862.93) 

(4,318.43) 
(4,338.43) 
(4,319.72) 
(1,160.91) 
(1,700.76) 
(3,823.73) 
(5,448.54) 
(6,407.29) 
(7,087.30) 
(1,925.92) 

0.01 
(8,862.91) 

(536.85) 
(40,522.79) 
(40,522.79) 
(40,532.22) 
(9,767.50) 

(14,709.21) 
(28,875.20) 
(46,253.27) 
(54,077.88) 
(59,732.13) 
(16,249.63) 

(0.01) 
(0.01) 

(64,829.27) 
(4,365.02) 

352,640.64 
352,640.64 
352,728.91 
65,580.32 
65,607.45 

732,046.89 
500,487.38 
862,826.98 

1,107,075.91 
51,590.89 

(0.00) 
561,788.83 

21,929.076.48 
19,425,647.98 

8,085,060.30 
13,363,146.61 
1,304,928.00 

37,679,299.24 
28,559,970.77 
37,719,862.94 
39,732,410.41 

219,824.73 
441,737.42 
278,197.51 
197,797.17 
28,599.13 
2,724.73 

36,494.02 

27,377,203.84 

APS14826 
Page 2 of 6 



Coal 
Budget Item 
FSL GAS HAND-99 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Operating Unlt 
GFNONPLT 
GFCl 
GFU 
GFC3 
GFC4 
GFC5 
GCHl 
GCHZ 
GCH3 
GCHZ 
GCH3 
GNA 
GCHZ 
GCH3 
GCHCMMN 
GFNONPLT 
GCHCMMN 
GFNONPLT 
GFCl 
GFCZ 
CFC3 
GFC4 
GFC5 
GFCCMMN 
GCHl 
GCHZ 
GCH3 
GCHCMMN 
GNA 

Account Account Description 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SOlOOOO Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SOloDoO Steam Power - Fuel 
5010000 Steam Power - Fuel 

FSL GEN OPS-10 
FSL GEN OPS-10 
FSL GEN OPS-30 
FSL GEN OPS-10 
FSL GEN OPS-10 
FSL GEN OPS-30 
FSL GEN OPS-30 
FSL GEN OPS-30 
FSL Dl1 FUEL-39 
FSL OIL FUEL-93 
FSL OIL FUEL-39 
FSL OIL HAND-30 
FSL OIL HAND-30 
FSL OIL HAND-30 
FSL OIL HAND-39 
FSL OTH HAND-30 
FSL OTH HAND-39 
FSL RES WSTE-IO 
FSL RES WSTE-10 
FSL RES WSTE-10 
FSL RES WSTE-10 
FSL RES WSTE-10 
FSL RES WSTE-IO 
FSL RES WSTE-30 
FSL RES WSTE-30 
FSL RES WSTE-30 
FSL RES WSTEJO 

GL PMEWPZ 
1,062,215.13 

0.00 
0.00 
(0.00) 
(0.01) 

(109,286.69) 
(146,837.76) 
(247,833.04) 
179,532.29 
241,099.42 
805,91357 

18,318.33 
27,687.7s 

632.25 
471,448.93 

4,190.57 
0.00 

622,420.04 
622,420.04 
622,581.84 
278,210.86 
478,386.96 
133,707.26 
130,760.87 
(22,108.54) 

(594,885.24) 
323,853.29 

(0.00) 

FSL RES WSTE-99 (350,441.22) 
223,453,739 223,453,739 (0.01) 

Less Adjustments 

operating Unlt Account Account Description Budget Item GL 
GFCCMMN 5010000 Steam Power - Fuel FSL COAL OTH-10 1,304,928.00 

Coal Reclamation Amon 1,304,928 
1,305,000 72 

Operating Unlt 
GFCl 
GFCZ 
GFC3 
GFC4 
GFC5 
GFCCMMN 
GCHl 
GCHZ 
GCH3 
GNA 

CHOLL 
CHOLL 
CHOLL 
CHOLL 
CHOLL 
FOURC 
FOURC 
FOURC 
FOURC 

Account Account Descrlptlon 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SOlOOOO Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
SO10000 Steam Power - Fuel 
5010000 Steam Power - Fuel 

Gas/Oll Used at Coal Plants 

Budget Item 
FSL GAS FUEL-10 
FSL GAS FUEL-10 
FSL GAS FUEL-10 
FSL GAS FUEL-10 
FSL GAS FUEL-10 
FSL GAS FUEL-10 
FSL GAS FUEL-99 
FSL OIL FUEL-99 
FSL OIL FUEL-99 
FSL OIL FUEL-99 

GL 
219,825 
443,737 
278,198 
197,797 
20,599 
2,725 

36,494 
179,532 
241,099 
805,914 

2,431,920 

5470002 0th Prod Fuel Ops-Sys SI Fuel 
Off-svstem sales 

5010000 Steam Power - Fuel 
5010000 Steam Power -Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 
5010000 Steam Power - Fuel 

Fuel Handling 

SURPLUS GEN-99 20,494,208 
20,494,208 

FERC BEN-30 
FERC ID-30 
FERC TAX-30 
FSL COAL HND-30 
FSL OIL HAND-30 
FERC BEN-10 
FERC ID-10 
FERCTAX-10 
FSL COAL HND-10 

(1,240,477) 
(30,036) 

(253,847) 
4,055,275 

88,522 
(1,734,449) 

(41,996) 
(360,019) 

3,828,628 
4,311,600 

(954,920) 1,477,000 

(208) 20,494,000 

4,504,000 192,400 

APS14826 
Page 3 of 6 



Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 Natural Gas and 011 

PME WPZ OperaPng Unl Acmunt Account DercrlptloI! Budget Item GL 
GOclCl  547wOo 0th Prod Fuel O p N L  Fud FSL GAS FUEL-99 260,621.14 
GOClST 
GOC2Cl 
GOCZST 
GRHl 
GRH2 
G5GlCl 
GSG15T 
GSGlCl 
GSG2ST 
GSG3Cl 
GSNlCl 
G5N2Cl 
GSN3Cl 
GSN4Cl 
G5NSK 
GSN6Cl 
GW7Cl 
GSN8K 
G5N9CI 
GSNlOCl 
GSNCMMN 
GWPlCC 
GWPlCl 
GWPlCC 
GWP2Cl 
GWPOCC 
GWP4CC 
GWPSCC 
GYUlCT 
GVU2Cl 
GVUBCl 
GYU4CT 
GVUSCl 
GVU6Cl 
GVU3K 
GYU4K 
GOGlK 
NNLDAPS 

5D1wOO 
54mwD 
Y)lwOO 
5 4 7 w M  
5410000 
5470000 
SO10000 
5470000 
MlWO 
547o0(10 

547oooo 
5470000 
5410000 
5470000 
5410000 
5 4 7 m  
s 4 7 m  
5470wO 
5470wO 
5470000 
5470000 
5470000 
541wOo 
5 4 7 m  
5 4 7 m  
5 4 7 w w  
5 4 7 m  
YI70000 
547wOO 
5 4 7 m  
5 4 7 m  
5 4 7 m  
6470000 
54700w 
547wM) 
5470000 
547WOO 

547wOl 

Steam Power. fuel 
0th Pmd Fuel Opr-NL fuel 
Steam Power. Fuel 
Olh Prod FuelOpr.NL fuel 
0th Prod fuel O p N L  Fud 
0th Prod Fuel O p N L  fuel 
Steam Power. Fud 
0th Prod fuel Opr-NL fuel 
Steam Power. fuel 
0th Prod fuel Op-NL fud 
0th Pmd FuelOp-NL FMI 
0th Prod FuelOpsNL fuel 
0th Prod fuel Opr-NL fuel 
0th ProdfuelOp-NLfud 
0th Prod FuelOprNL fud 
0th Prod FuelOpNL fuel 
CihPmdFueIOpMLfuel 
0 th  Prod fuel Op-NL Fuel 
0th Prcd fue lOpNL f w l  
0th PmdFuelOp-NLfuel 
0th Prod Fuel O p W  fud 
0 th  Pmdfue lOpNLfud  
0th Prod FueIOp-NLfucl 
OthProdfuelOpr-NLfuel 
0th Prod FvelOpNL fuel 
0th Prod fuel Op-NL fuel 
0th Pmd fuel O p N L  fuel 
0th Prod Fuel O p N L  fuel 
0th P r d  fuelOwNLFuel 
0th Prod Fuel Op-NL Fuel 
0th Picd fuel O p N L  ivel 
0th P r d  fuel O p N L  Fuel 
0th Pmd fuel O p N L  Fuel 
0th Prod FuelOprNLfuel 
0th ProdFuelOprNLfuel 
Olh Prod fuel O p N L  fuel 

I 0th Prod fuel O p N L  Fuel 
0th PrcdfuelOp-NLfvel 

FSL GAS FUEL-39 
FSL GAS FUEL-99 
F5L GASFUEL-99 
FSL GAS FUEL43 
FSL GAS FUEL49 
FSL GAS FUEL-39 
FSL GAS FUEL-99 
FSL GAS FUEL-93 
FSL GAS FUEL-39 
FSL GAS FUEL-93 
FSL GAS FUEL-33 
FSt GAS FUEL-99 
FSL GAS F UEL-39 
FSL Gps FUEL-99 
FSL GAS FUEL-39 
FSL GAS FUEL.93 
FSL GAS WE149 
FSL GAS FUEL-39 
F5L GAS FUEL-99 
FSL GAS FUEL-99 
FSL GAS FUEL49 
FSL GAS FUEL.99 
FSL GAS FUEL-59 
FSL GAS FUEL-99 
FSL GAS FUEL-99 
FSL GAS FUEL.99 
FSL GAS FUEL-93 
FSL GAS FUEL43 
FSL GAS FUEL49 
FSL GAS FUEL-99 
FSL GAS FUEL-33 
FSL GAS FUEL.33 
FSL GAS FUEL49 
FSL GAS FUEL-99 
F5L OK fUEL.99 
FSL OIL FUEL-93 
FSL OIL FUEL-99 
NATIVE LOAD99 

1.377,477.51 
142,004M 

1,313,61135 
52,164.477.44 
60.456.195.67 

55621.69 
(23,043.27) 
51.373.24 
23.411.77 

418.065.13 
519.480.94 
436,096.61 
584,516.02 
535.44229 
562.436.23 
546,183.88 
527,873.67 

502,50333 
425.210.12 

(2S6.076.97) 
6.5S1.072.66 

203.850.61 
4.066.630.13 

4,124,194.15 

44,831,846.45 
(17.817511 
12,063D3 

204,42126 
13,598.06 

L961.155.10 
2,080,368.16 

583.58 
72,862.00 
68.40052 

493.8a3.58 

39.43a.27 

4.~n,z6o.a7 

$1,046,190.91 
190,910.689d3 

GFNONPLT 
GFNONPLT 
GFNONPLT 
GOGlCT 
GSGCMMN 
GSGST 
GWPCC 
GVUSCl 
GVUCMMN 
GYUCT 

5 4 7 m  
54700w 
SOlMW 
5470000 
5470(100 
5010000 
547oWO 
547- 
5 4 7 w w  
5470owd 

0th Prod Fuel O p N L  Fuel 
0th ProdfuelOpr-NLFuel 
Steam Power. fuel 
0th Prod bel  Opr.NL fud 
0th Prod Fuel O p N L  fuel 
Steam P w r .  Fuel 
Oih Prod FuelOpNL fuel 
0th Prod fuelOpr.NLFud 
0th Prod fuelOps.NLfuel 
0th WodfuelOprNLFud 

FSL GAS HAND.99 
FSL OIL HAND.93 
EXPENSE-93 
FSL OIL HAND.99 
FSL GEN OPS-93 
FSL OTH HAND99 
FSL OIL HAND99 
F5L GAS HANO-99 
FSL OIL HANO.93 
F5L OIL HAND.99 

739,76096 
204,649.98 

0.10 
6,677.89 
6.664.87 

20.00 

304,131.89 
143.41 

i.rn7.m 

12.948.90 
1,276,015.07 

91.698.097.28 

53,924,077 

91,698,097 GENTOLL 5470000 0th Prod Fuel O p N L  fuel FSL GAS FUEL-99 

Chawe NO. 
99-547.W3 5470000 0th Prod fuel OprNL fuel FSL GAS FULL-99 

1547.111 S47OOW 0th Prod Fuel Opr.NL fuel NATIVE LOAD-99 

PM20s 5470000 0th P r d  fuel Dpi-NL Fuel NATIVE LOAD.99 
1547412 5470000 0th Prod fuel O p N L  fuel NATNE LOAD-93 
PMllO 547oWO 0th Prod fuel Opi.NL Fuel NATIVE LOAD-93 

PM239 S4700W 0th Prod fuel Opr-NLkcl NATIVE LOAD-99 

Gas Hedged and Mark to Market Expense 

TotaINatural Car/Oll 

Less Adprrments 

1547.111 54lOOW 0th Prod fuel OPS-NL fuel NATIVE LOAD.99 
1547.112 5410000 Dth Prod fuel Ops-NL Fuel NATIVE LOAD-99 

FAS 133 Mark-to-Marht 

5470002 0th Prod fuel OpsSyr 51 Fusl SURPLUS GEN-99 
Percentage applier to Natural Gar 
Off-svrt.m sales 

11,819,205 
110,350,488 
15,428,133 
1,087,783 

Il.086.308l 
157,598,707 (0) 

414 

U7,598,707 

495,478,CQU 495,477,68582 

GL 
11,819,205 

1,087,783 
22,906,988 

PME WP2 

I t  22,907.MY) 

49,231,805 
58% 

283133.002 

53324.071 
53,924,077 

1274,938 

306,310 
471.449 

10.807 
10 

f1671 
(3.857) 

15) 

1.061.21s 

~ 0 4 )  
132) 

(8251 
A 

(2) 

1,530,3923 2009 EPNG Refund accrued In 2010 

18.793,wo 

93-541.003 5470000 0th Prcd FuelOpr.NL fuel 
f l rm Gaslmnspon 

5470000 0th Prod fuel 0ps.NL Fuel 
501OwO Steam Power. fuel 
5470WO 0th Prod fuel Ops-NL fuel 
501owO Steam Power. Fuel 
501owD Steam Power - Fuel 
SOlOWO Steam Power - Fuel 

GWP4CC 547wOO Swam Pow~r.fUel 
GYUSCT 547WOO Steam Power. fuel 
GwP4Cc 5470000 seam Power. Fuel 
GVUSK 54711000 Steam Power - fue l  
GWPKC 5470000 Steam Power. fuel 
GYUSCl 5470000 Steam Power. fuel 

fuel Handllng 

FSLGA5 FUEL-33 
55,655,000 

FSLGAS HAND49 
FSL GAS HANO.99 
FSLOIL HAND99 
FSLOIL HANO-99 
FSLOTH HANO.30 
FSLOTH HAND.39 
FERC BEN-39 
FERC BEN-93 
FERC I D 4 9  
FERC 10-99 
FERCTAX.99 
f ERC TAX-99 

1,650 3,123,wo 

APS14816 
Page 4 of 6 
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Account Account Description 
4560009 Other Electric Rev-NL Prch Pwr 
5550000 Purchased Power-Native Load 
5550000 Purchased Power-Native Load 
5550003 Purchased Power-Sys SI5 Rev 
5550004 Purchased Power-Rtl Ld Hdg Mgt 
5550005 Purchased Power-System Sales 
5550094 Purchased Power-Rtl Ld Hdg IU 
5570001 Other Pwr Sup Exp-NL Purch Pwr 
5570009 Other Pwr Sup ExpOffsys Rev 
5650000 Tans of Elec by Others-NL 
5650002 Trans of Elec by 0th-SS Rev 

Total Purchased Power 

Budget Item 
NATIVE LOAD-99 
NATNE LOAD-99 
EPS 
OFFSYSTEM-99 
NATV LD HEDG-99 
OFFSYSTEM-99 
NATV LD HEDG-99 
NATIVE LOAD-99 
OFFSYSTEM-99 
GEN OPS OH 230 
GEN OF'S GENERAL 

Purchased Power 

Arizona Corporation Commission 
Docket No. E-07345A-11-0224 
Exhibit: MJM-4 

Charge Number GL 
(705,676) 

PME WP2 

274,022,573 
8,200,983 

20,176,680 
7,850,798 
1,411,326 

48,761,556 
183,557 
89,171 

17,322,740 
338,073 

377,651,883 377,651,882 

Less Adjustments 
5550000 Purchased Power-Native Load NATIVE LOAO-99 1555-111 
5550000 Purchased Power-Native Load . NATIVE LOAD-99 1555-200 

5550003 Purchased Power-Sys Sls Rev OFFSYSTEM-99 1555-018 
5550005 Purchased Power-System Sales OFFSYSTEM-99 1555-030 

5470000 0th Prod Fuel-Ops-NL Fuel NATIVE LOAD-99 1547-120 
5550000 Purchased Power-Native Load NATIVE LOAD-99 1555-037 
5650002 Trans of Elec by 0th-SS Rev GEN OPS GENERAL 

4470003 Sales for Resale-Rtl Ld Hg Mgt 

5550000 Purchased Power-Native Load NATIVE LOAD-99 1555-036 (Renewables Only] 

NATV LD HEDG-99 

5550000 Purchased Power-Native Load EPS 

Total Purchased Power Adjustments 

17,397,263 

16,607,573 

20,941,514 
922,811 

21,864,325 

(789,689) 

2,748,981 
29,220,433 

338.073 
32,307,488 

39,282.636 

37,418,937 

8,200,983 

155,681,942 - 

16,608,000 427 

21,960,000 95,675 

32,217,219 (90,269) 

39,283,000 364 

37,420,517 1,580 

8,219,601 18,618 

155,708,337 26,395 

APS14826 
Page 5 of 6 
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Arizona Corporation Commission 
Docket No E-01345A-11-0224 
Exhibit: MJM-4 

ARIZONA CORPORATION COMMISSION 
STAFF'S FOURTEENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
SEPTEMBER 20, 2011 

, Staff 14.2: - PSA: Workpaper PME-WPO2 shows several adjustments to fuel  
categories (e.g., Nuclear ISFSI Amortization and Coal Reclamation 
Amortization, as well as several others). Please identify and provide 
the sources (accounts and 2010 General Ledger entries) from which 
these Items and all related adjustments included in the workpaper 
are derived. 

Response: Please see APS's response to Staff 14.1. 

Witness: Pete Ewen 
Page 1 of 1 



Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

ARIZONA CORPORATION COMMISSION 
STAFF'S FOURTEENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

SEPTEMBER 20,2011 
DOCKET NO. E-0134SA-11-0224 

Staff 14.3: - PSA: Please provide all source documents, work papers, and 
calculations for Production GWH shown on PME-3 page 1 (Actuals 
2010). 

Response: Please see Pete Ewen's workpaper, PME-WP2 page 2 of 3 for the 
total production (GWH) by fuel source 

The attached document, APS14827, reconciles the total energy 
production from PME-WP2 t o  the Native Load Energy Production on 
Attachment PME-3. 

I n  the initial filing of Attachment PME-3, the native load energy was 
based on the sum of preliminary monthly estimates, which differ 
from the totals reported on PME-WP2. A revised PME-3 is attached 
as APS14828 which has the final native load production. Please note 
that this revision does not affect the calculation of the Net Retail 
Fuel Cost. 

Witness: Pete Ewen 
Page 1 of 1 







Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit MJM-4 

ARIZONA CORPORATION COMMISSION 
STAFF'S FOURTEENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
SEPTEMBER 20, 2011 

Staff 14.4: 

Response: 

m: Please explain the difference between the Production GWH 
shown on PME-3 page 1 (Actuals 2010) and the corresponding 
amounts in PME-3 page 2 (Proposed using 3/31/11 Market Prices). 

The difference between the production GWH shown on PME-3 page 
1 versus PME-3 page 2 is that PME-3 page 1 are actual resuits from 
the 2010 test year and PME-3 page 2 are forecast results for 2012. 
Please see PME-WP5 for the details that make up the 2012 
forecast. 

Witness: Pete Ewen 
Page 1 of 1 



Arizona Corporation Commission 
Docket No E-01345A-11-0224 
Exhibit MJM-4 

ARIZONA CORPORATION COMMISSION 
STAFF'S FOURTEENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

SEPTEMBER 20, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 14.5: m: Please provide all source documents, work papers, and 
calculations for Native Load Sales GWH shown on PME-3 page 1 
(Actuals 2010). 

Response: Please see Pete Ewen's workpaper, PME-WP4. For additional detail, 
please see APS's response to Pre-Filed 1.31, 2010 rev class. 

Witness: Pete Ewen 
Page 1 of 1 



Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

ARIZONA CORPORATION COMMISSION 
STAFF’S FOURTEENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
SEPTEMBER 20, 2011 

Staff 14.6: m: Please explain the difference between the Native Load Sales 
GWH shown on PME-3 page 1 (Actuals 2010) and the corresponding . 
amounts in PME-3 page 2 (Proposed using 3/31/11 Market Prices). 

Response : The difference between the native load sales GWH shown on PME-3 
page 1 versus PME-3 page 2 is that PME-3 page 1 are actual results 
from the 2010 test year and PME-3 page 2 are forecast results for 
2012. Please see PME-WP9 page 3 for the details that make up the 
2012 forecast. 

Witness: Pete Ewen 
Page 1 of 1 
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Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

JEFFREY W. JOHNSON 
Regulatory Affairs Supervlsor 
State Regulatlon 

Mall Station 9708 
PO Box 53999 
Phoenix, Arlzona 85072-3999 
I d  602-250-2661 
leMey.3ohnson@aps.com 

October 17, 2011 

Constance Fitzsimmons 
Arizona Corporation Commission 
1200 W. Washington 
Phoenix, A2 85007 

RE: Arizona Public Service Company's 2010 Test Year Rate Case 
Docket NO. E-01345A-11-0224 

Attached, please find Arizona Public Service Company's Response to Staff's Eighteenth 
Set of Data Reque ove-referenced matter. 

u have any que ns  regarding this information, please act Zachary Fryer at  
)250-4167. 

JJ/cd 
Attachment 

cc: Michael 3. McGarry, Blue Ridge Consulting Services, Inca 

mailto:leMey.3ohnson@aps.com


Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit. MJM-4 

ARIZONA CORPORATION COMMISSION 
STAFF'S EIGHTEENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
OCTOBER 5, 2011 

Staff 18.1: m: Reference Response t o  STF 14.1, Attachment APS14826 Page 
1 of 6, ISFSI Amortization. For ISFSI Amortization Adjustment, 
Page 1 of APS14826 shows a Resource Category of 669. However, 
on the General Ledger provided in Pre-Filed 1.04-APS Test Year 
General Ledger-APS14048 does not identify entries according to 
this Resource Category. As requested in STF 14. la  and b, please 
identify the 2010 General Ledger account entries and/or other 
source documents or calculations from which the ISFSI Amortization 
Adjustment is derived. 

Response: See APS14877, which reconciles to  Pre-Filed 1.04-APS Test Year 
General Ledger-APS14048 and provides transactional detail by 
Resource Category 669. 

See APS14878 and APS14879 for supporting Journal Voucher 
documentation related to the  transactions captured above. 

Witness: Pete Ewen 
Page 1 of 1 
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Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

ARIZONA CORPORATION COMMISSION 
STAFF'S EIGHTEENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 5, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 18.2: - PSA: Reference Response to STF 14.1, Attachment APS14826 
Pages 2 & 3 of 6, Fuel Handling Adjustment. Totals for Coal Fuel 
Handling Adjustment categories (that together total 4,311,600) do 
not appear t o  match any individual amount entries totaled from 
categories on APS14826 Page 2 of 6 through the top half of Page 3 
of 6. Please identify the Page 2 and top of Page 3 line items that 
make up each of the Fuel Handling Adjustment line items. 

Response : Attached as APS14881 is a summary of the items that produce the 
fuel handling costs. The summarized information agrees to the Trial 
Balance provided in Pre-Filed Discovery APS 1.04 (Pages 4884-4887 
and Page 4922). 

Additional transactional detail supporting the summary items are 
also provided: 

APS14882 - Handling costs recorded to  Account 501 
APS14883 - Handling costs recorded to  Account 547 

The schedules responding t o  Staff 14.1 attempted to  correct the 
initial information provided in support of Pete Ewen's Direct 
Testimony, specifically workpaper PME-WP2. Upon further review 
the schedules provided in Staff 14.1 were not accurate and the 
initial information provided in PME-WP2 was correct. The schedules 
provided above support the information initially provided in  
PM E-W P2. 

Witness: Pete Ewen 
Page 1 of 1 



Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Account Description Budget Item 

I 
I ARIZONA PUBLIC SERVICE COMPANY 
I 

DR 18.2 - FUEL HANDLING 

Coal & Res Waste 
Handling Gas & Oil Handling Total Handling 

5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5010000 
5470000 
5470000 
5470000 
5470000 
5470000 

Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
Steam Power - Fuel 
0 th  Prod Fuel Ops-NL Fuel 
0 t h  Prod Fuel Ops-NL Fuel 
0 th  Prod Fuel Ops-NL Fuel 
0 th  Prod Fuel Ops-NL Fuel 
0 th  Prod Fuel Ops-NL Fuel 

~ ~~ ~ 

FERC BEN-10 (8 11,213.73) 
FERC BEN-30 
FERC BEN-99 
FERC ID-10 
FERC 10-30 
FERC ID-99 
FERC TAX-10 
FERC TAX-30 
FERC TAX-99 
FSLCOAL HND-10 
FSL COAL HND-30 
FSL COAL HND-99 
FSL GAS HAND-99 
FSL OIL HAND-30 
FSI OIL HAND-99 
FSL OTH HAND-30 
FSL OTH HAND-99 
FSL RES WSTE-10 
FSL-RES WSTE-30 
FSL-RES WSTE-99 
FERC BEN-99 
FERC ID-99 
FERC TAX-99 
FSL GAS HAND-99 
FSL OIL HAND-99 

(861,891.37) 
(347,791.36) 

(19,641.98) 
(20,869.05) 

(174,929.71) 
(176,312.91) 

(69,194.31) 
1,921,244.85 
2,521,981.16 

561,788.83 

(9,399.75) 

4,190.57 
20.00 

2,757,727.00 
(156,379.62) 
(350,441.22) 
(242,383.80) 

(6,550.93) 
(63,786.40) 

(811,213.73) 
(861,891.37) 
(347,79 1.36) 
(19,641.98) 
(20,869.05) 

(174,929.71) 
(176,312.91) 
(69,194.3 1) 

1,921,244.85 
2,521,981.16 

561,788.83 
1,062,215.19 

46,638.33 46,638.33 
471,448.93 471,448.93 

4,190.57 
20.00 

2,757,727.00 
(156,379.62) 
(350,441.22) 
(242,383.80) 

(6,550.93) 
(63,786.40) 

1,274,937.99 1,274,937.99 

(9,399.75) 

1,062,215.19 

306,910.15 3069 10.15 
$ 4,456,166.27 $ 3,162,150.59 $ 7,618,316.86 

APS14881 
Page 1 of 1 



Budget kern 
Busjnss Account Description Sub Budget Operating Quantiiy Amount 
Unlt Unit 

- 
EXPENSE-99 

APSCO 501 0000 Steam Power - Fuel FUEL CMMN 

EXPENSE-99 Total 

FERC BEN-10 
APSCO 5010000 ;Steam Power - Fuel: FOURC 

APSCO 5010000 Steam Power - Fuel FOURC 

APSCO 5010000 Steam Power - Fuel FOURC 

APSCO 501 0000 Steam Power - Fuel FOURC 

APSCO 5010000 Steam Power - Fuel FOURC 

APSCO 5010000 Steam Power - Fuel FOURC 

FERC BEN-10 Total 

FERC BEN-30 

APSCO 501 0000 Steam Power - Fuel CHOU 

APSCO 501 0000 Steam Power - Fuel CHOU 

APSCO 501 0000 Steam Power - Fuel CHOLL 

APSCO 5010000 Steam Power - Fuel CHOLL 

FERC BEN-30 Tatal 

FERC BEN-99 

APSCO 501 0000 

APSCO 501 0000 
CO 5010000 

APSCO 5010000 

FERC BEN-99 Total 

FERC ID-10 

APSCO 5010000 

APSCO 501 0000 

APSCO 5010000 

APSCO 501 

APSCO 501 

APSCO 5010000 

FERC ID-10 Total 

FERC 10-30 

APSCO 5010000 

APSCO 5010000 

APSCO 501 0000 

sco soloooo 
FERC ID-30 Total 

Steam Power - Fuel APSCO 

Steam Power - Fuel APSCO 

Steam Power - Fuel APSCO 

Steam Power - Fuel APSCO 

Steam Power - Fuel FOURC 

Steam Power - Fuel FOURC 

Steam Power - Fuel FOURC 

Steam Power - Fuel FOURC 

Steam Power - Fuel FOURC 

Steam Power - Fuel FOURC 

Steam Power - Fuel CHOU 

Steam Power - Fudl CHOU 

Steam Power - Fuel CHOLL 

Steam Power - Fuel CHOLL 

FERC ID-99 

APSCO 501 0000 Steam Power - Fuel APSCO 

APSCO 501 0000 Steam Power - Fuel APSCO 

APSCO 501 0000 Seam Power - Fuel APSCO 

FERC ID49 Total 

FERC TAX-10 

APSCO 501 0000 Steam Power - Fuel FOURC 

GFNONPLT 0.00 $0.10 

0.00 $0.1 0 

GFCl 

GFC2 

GFCB 

GFC4 

GFCB 

GFCCMMN 

GCHl 

GCH2 

GCHB 

DCHCMMN 

GFC5 

GFCCMMN 

GFNONPLT 

GNA 

GFCl 

GFC2 

GFCB 

GFC4 

GFC5 

GFCCMMN 

GCHl 

GCH2 

GCHB 

GCHCMMN 

GFC5 

GFNONPLT 

GNA 

GFCl 

0.00 ($1 78,351.92) 

0.00 ($178,351 -92) 
0.00 ($178,405.27) 

0.00 ($47,944.60) 
0.00 ($70,241.20) 

0.00 ($1 57,918.82) 

0.00 J ($81 1,213.73) 

0.00 ($225,024.28) 

0.00 ($264,620.96) 
0.00 ($292,706.02) 

0.00 ($79,540.1 1) 

0.00 $0.02 

0.00 ($0.02) 
0.00 ($327,928.43) 

0.00 ($19,862.93) 

0.00 J ($347,791.36) 

0.00 ($431 8.43) 

0.00 ($4,318.43) 

0.00 ($4,319.72) 

0.00 ($1,160.91) 

0.00 ($1,700.76) 

0.00 ($3,823.73) 

0.00 4 ($19,641.98) 

0.00 ~ ~ 4 8 . 5 4 )  
0.00 ($6,407.29) 

0.00 ($7,087.90) 
0.00 ($1,925.92) 

0.00 J ($20,809.05) 

0.00 $0.01 

0.00 ' ($8,862.91) 

0.00 ($536.85) 

0.00 4 ($9,399.75) 

0.00 ($40,522.79) 

Page 1 of 4 10l1312011 17:4853 
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ACC DR 18.2 
Pinnae16 West 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

-6 Account Description §ub Budget Operating 
Unit Unit 

FE 
5010000 

5010000 

5010000 

APSCO 5010000 

FERC TAX-30 

APSCO 507 0000 
APSCO 501 
APSCO 5010000 

APSCO 501 0000 

FE 1 

FujC T m B  

Steam Power - Fuel FOURC 

Steam Power - Fuel FOURC 

Steam Power - Fuel FOURC 

Steam Power - Fuel FOURC 

Steam Power - Fuel FOURC 

Steam Power - Fuel CHOLL 

Steam Power - Fuel CHOLL 

Steam Power - Fuel CHOLL 

Steam Power - Fuel CHOLL 

Stearn Power - Fuel APSCO 

Steam Power - Fuel APSCO 

Steam Power - Fuel APSCO 

Steam Power - Fuel APSCO 

GFC2 

GFC3 

GFC4 

GFC5 

GFCCMMN 

GCHl 

GCH2 

GCH3 

GCHCMMN 

GFC4 

GFCCMMN 

GFNONPLT 

GNA 

00 Steam Paver - Fuel FUEL APSCO GFCl 

APSCO 501 0000 Steam Power - Fuel FUEL APSCO GFC2 

APSCO 5010000 Steam Power - Fuel FUEL APSCO GFC3 

APSCO 501 0000 Steam Power - Fuel FUEL CMMN GFCCMMN 

APSCO .5010000 Steam Power - Fuel FUEL U4 5 GFC4 

APSCO 5010000 Steam Power - Fuel FUEL U4 5 GFCS 

FSL COAL HND-10 Total 

APSCO 501 0000 Steam Power - Fuel FUEL APSCO G 
0 Steam Power - Fuel FUEL APSCO G 

APSCO 5010000 Steam Power - Fuel FUEL APSCO GCH3 

APSCO 5 Steam Power - Fuel FUEL CMMN GCHCMMN 

FSL COAL HSD-BQ 

APSCO 501 0000 Steam Power - Fuel FUEL APSCO 
Steam Power - Fuel FUEL CMMN GFNONPLT 

0000 Steam Power - Fuel FUEL APSCO GFCl 

CO 501 0000 Steam Power - Fuel FUEL APSCO GFC2 

CO 5010000 Steam Power - Fuel FUEL APSCO G 

5010000 Steam Power - Fuel FUEL APSCO GFC4 

501 0000 Steam Power - Fuel FUEL APSCO GFCS 

Page 2 af 4 

0,00 ($40,522.79) 

0.00 ($40,532.22) 
0.00 

0.00 

0.00 ($28,875.20) 

0.0Q / ,($174$2Q.7$) 

0.00 ($46,253.27) 

0.00 ($54,077.88) 
0.00 ($59,732.1 3) 
0.00 ($1 6,249.63) 

0.00 3/ ($176,312.91) 

992.08 $561,788.83 

0.00 $0.00 

5g2.oa u/ $561.788.83 

0.00 $19,425,647.98 

0.00 $21,377,203.84 
0.00 

$1 3,363,146.61 

15113l~011 17:48:5?1 
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ACC DR 18.2 
Plnnacle West 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Budget Item 
Business Account Descriptron Sub Budget Operating Quantity Amourrt 

- 

0.00 $1,304,928.00 

Steam Power - Fuel FUEL APSCO GCHl 

Steam Power - Fuel FUEL APSCO GCH2 

Steam Power - Fuel FUEL APSCO GCH3 

Steam Power - Fuel FUEL APSCO GNA 

L OW99 Totel 

FSL GAS FUEL-1 0 

APSCO 501 0000 Steam Power - Fuel FUEL APSCO GFCl 

APSCO 501 Steam Power - Fuel FUEL APSCO GFC2 

A P S O  00 Steam Power - Fuel FUEL APSCO GFC3 
00 Steam Power - Fuel FUEL APSCO GFC4 

00 Steam Power - Fuel FUEL APSCO GFC5 

Ste r - Fuel FUEL APSCO GFCCMMN 

FSL GAS FtlEL-10 Tote1 

r - Fuel FUEL APSCO GCHl 

Steam Power - Fuel FUEL APSCO G 

0 Steam Power - Fuel FUEL APSCO G 

0000 Steam Power - Fuel FUEL APSCO GS 

10000 Steam Power - Fuel FUEL APSCO GSG2ST 

00 Steam Power - Fuel FUEL CMMN GFNONPLT 

GO 5010000 

FSL GEN OPS-30 Totat 

Steam Power - Fuel FUEL APSCO GFCl 

Stearn Power - Fuel FUEL 

Steam Power - Fuel FUEL APSCO GFC2 

Steam Power - Fuel FUEL APSCO GCHl 

Steam Power - Fuel FUEL APSCO GCH2 

Steam Power - Fuel FUEL APSCO GCHB 

FSL OIL FUEL-99 

APSCO 501 0000 Steam Power - Fuel FUEL APSCO GCH2 
Steam Power - Fuel FUEL APSCO GCHB 

CO 5010000 Steam Power - Fuel FUEL APSCO GNA 

0.00 $91,485,063.21 

0.00 $17,679,299.24 

$28,559,970.77 

0.00 $1 23,691,543.36 

0.00 $219,824.73 

0.00 $441,737.42 

0.00 $278,197.51 

0.00 $1 97,797.17 

0.00 $1 ,I 68,880.69 

0.00 
0.00 
O.00 
0.00 ($23,443.27) 

0.00 $23,421.77 

0.00 $2.727.563.38 , ,  

20,455.63 $1,062,215.19 

201455.63 $1,062,215.1 9 

0,OO 50.00 

0.00 $0.00 

0.00 50.00 

0.00 $O,OO 

0,oo 150401 I 

0.00 (5 109,286.65) 

0.00 ($1 46,837.76) 

0.50 ($247,833.04) 

0.00 (5503,957.49) 

0.00 $1 79,532.29 

0.00 $241,099.42 

0’00 $805,913.67 

0.00 $1,226,545.38 

10f13J2011 17:48:53 
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ACC DR 18.2 
Pinnacle West 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

6u m 

Unit 
ss Aocount Description Sub Budget Operating Quantity Amount 

Unit 
- 

FSL OIL HAND40 
APSCO 5010000 Steam Power - Fuel FUEL APSCO GCH2 0.00 $1 8,318.33 

APSCO 5010000 Steam Power - Fuel FUEL APSCO GCH3 0.00 $27,687.75 

5010000 Steam Power - Fuel FUEL CMMN GCHCMMN 0.00 $632.25 

Nb-30 Total 0.00 @ $46,638.33 - 
FSL OIL HAND09 

APSCO 5010000 Steam Power - Fuel FUEL CMMN GFNONPLT 

FSL OIL HAND-99 Total 

APSCO 5010000 Steam Power - Fuel FUEL CMMN GCHCMMN 

FSL OTH HAND-SO Total 

FSL OTH HAND-99 

APSCO 5010000 Steam Power - Fuel FUEL APSCO GSGST 
Steam Power - Fuel FUEL CMMN GFNONPLT 

FSL OTH HAND-9s Total 

FSL RES WSTE-IO 

APSCO 501 0000 Steam Power - Fuel FUEL APSCO GFCl 

APSCO 5010000 Steam Power - Fuel FUEL APSCO GFC2 

APSCO 501 Steam Power - Fuel FUEL APSCO GFC3 

APSCO 5010000 Steam Power - Fuel FUEL APSCO GFC4 

APSCO 501 0000 Steam Power - Fuel FUEL APSCO GFC5 

APSCO 5010000 Steam Power - Fuel FUEL CMMN GFCCMMN 

Steam Power - Fuel FUEL APSCO GCHl 

Steam Power - Fuel FUEL APSCO GCH2 

Steam Power - Fuel FUEL APSCO GCH3 

APSCO 5010000 Steam Power - Fuel FUEL CMMN GCHCMMN 

FSL RES WSTE-30 

FSL RES WSTE439 

APSCO 507 0000 Steam Power - Fuel FUEL APSCO GNA 

FSL RES WSTE-99 Total 

5,444.61 $471,448.93 

5,444.61 - $471,448.93 

0.00 $4,190.57 

0.00 t/ $4,180.57 

0.00 $20.00 

40.00 $0.00 

40.00 d $20.00 

0.00 $622,420.04 

0.00 $622,420.04 

0.00 $622,581.84 

0.00 $278,210.86 

0.00 $478,386.96 

0.00 $133,707.26 

0.00 t/ $2,757,727.00 

0.00 $130,760.87 

0.00 ($22,108.54) 

0.00 ($594,885.24) 

0.00 $329,853.29 

0.00 L/ ($156,378.62) 

0.00 ($350,441 22) 

0.00 v' ($350,441.22) 

26,932.32 $226,144,828.47 

Page 4 of 4 10113/2011 1?:4853 
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Budget Item 
Business Account Description 
Unit 

ACG DR 18.2 
Pinnacle West 

Sub Budget Operating Quantity Amount 
- Unit 

FERC BEN-99 

APSCO 5470000 0 t h  Prod Fuel Ops-NL Fuel/ APSCO G FNON PLT 

APSCO 5470000 0th Prod Fuel Ops-NL Fuel APSCO GWP4CC 

APSCO 5470000 0th Prod Fuel Ops-NL Fuel APSCO GYU5CT 

FERC BEN-99 Total 

FERC ID-99 

APSCO 5470000 0th Prod Fuel Ops-NL Fuel APSCO GFNONPLT 

APSCO 5470000 0th Prod Fuel Ops-NL Fuel APSCO GWP4CC 

APSCO 5470000 0th Prod Fuel Ops-NL Fuel APSCO GYU5CT 

FERC ID49 Total 

FERC TAX-99 

APSCO 5470000 0th Prod Fuel Ops-NL Fuel APSCO GFNONPLT 
APSCO 5470000 0 t h  Prod Fuel Ops-NL Fuel APSCO GWP4CC 

APSCO 5470000 0th Prod Fuel Ops-NL Fuel APSCO GYU5CT 

FERC TAx-99 Total 

FSL GAS FUEL49 

APSCO 5470000 0th Prod Fuel Ops-NL Fuel 

APSCO 5470000 0th Prwd Fuel Ops-NL Fuel 

APSCO 5470000 0th Prod Fuel Ops-NL Fuel 
APSCO 5470000 0th Prod Fuel Ops-NL Fuel 
APSCO 5470000 0th Prod Fuel Ops-NL Fuel 
APSCO 5470000 0th Prod Fuel Ops-NL Fuel 
APSCO 
APSCO 
APSCO 5470000 0th 

APSCO 5470000 0th 

APSCO 5470000 0th 

APSCO 5470000 0th Prod Fuel Ops-NL Fuel 

00 0th Prod Fuel Ops-NL Fuel 
APSCO 5470000 0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 
0 th  Prod Fuel Ops-NL Fuel 

APSCO 547 0th Pmd Fuel Ops-NL Fuel 
APSCO 547 0th Prod Fuel Ops-NL Fuel 

rod Fuel Ops-NL Fuel 
rod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 
0th Prod Fuel Ops-NL Fuel 

APSCO 547 0 t h  Prod Fuel Ops-NL Fuel 
0th Prod Fuel Ops-NL Fuel 

CO 5470000 0th Prod Fuel Ops-NL Fuel 
APSCO 5470000 0th Prod Fuel 

0th Prod Fuel Ops-NL Fuel 
APSCO 5470000 0th Prod Fuel Ops-NL Fuel 
APSCO 54 0th Prod Fuel Ops-NL Fuel 

5470000 

00 

APSCO HHl GRHl 
APSCORH2 GRW 
APSCO SGCT GSG3CT 

OWP4 GWP4CC 
APSCO WP5 GWPSCG 
FIRM RES GFNONPLT 
FUEL APSCO GENTOLL 
FUEL APSCO GOC1 CT 
FUEL APSCO GOC2CT 
FUEL APSCO GSG1 CT 
FUEL APSCO GSG2CT 
FUEL APSCO GSN 
FUEL APSCO GSNlCT 
FUEL APSCO GSNBCT 

FUEL APSCO GSN9CT 
FUEL APSCO GSNCMMN 
FUEL APSCO GWPICC 
FUELAPSCO GWPlCT 
FUEL APSCO GWP2CC 
FUEL APSCO GWP2CT 
FUEL APSCO GWP3CC 
FUEL APSCO GYUlCT 
FUEL APSCO GYU2CT 
FUEL APSCO GYU3CT 

0.00 ($238,360.17) 
0.00 ($166.99) 
0.00 ($3,856.64) 

ODD J ($242,383.80) 

0.00 ($6,442.18) 

0.00 ($4.51) 
0.00 ($1 04.241 

0.00 / ($6,550.e3) 

0.00 ($62,929.50) 
0.00 ($31.59) 
0.00 ($825.31 ) 

0.00 \//($63,786.40) 

0.00 
0.00 
0.00 
8.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

0.00 

0.00 
0.00 

$521 64,477.44 
$60,456,195~3 

$41 8,065.19 
$4,377,463.96 

$44,831 ,a46.45 
$53,924,077.32 
$91,698,097.28 

$260,621.14 
$1 42,004.01 
$55,621.69 
$51,379.24 

$51 9,480.94 
$496,096.61 
$584,516.02 
16535,942.29 
$562,496.23 
$546,ias.a~ 

($256,076.97) 
$6,552,072.66 

0.00 $203,a50.67 

$99,438.27 
$4,066,630.13 

0.00 

0.00 
0.00 

Page 1 of 2 fOll3/2011 17:49:33 
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ACC DR 18.2 
Pinnacle West 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Budget Item 
Business Account Description 
Unit 

Sub Budget Operating 
Unit 

Quantity Amount 

FSL GnS FUEL49 

APSCO 5470000 

APSCO 5470000 

APSCO 5470000 

FSL GAS FUEL-99 Total 

FSL GAS HAND-99 

APSCO 5470000 

APSCO 5470000 

FSL GAS HAND49 Total 

F3L GEN OPS-99 

APSCO 5470000 

FSL GEN OPS-99 Total 

FSL OIL FUEL-99 

APSCO 5470000 

APSCO 5470 

APSCO 5470000 

FSL OIL FUEL49 Total 

FSL OIL HAND-99 

APSCO 5470000 

APSCO 

sco 
APSCO 5470000 

APSCO 5470000 

FSL OIL HAND-SO Total 

APSCO 5470 

REGULATORY+99 

APSCO 5470005 

0th Prod Fuel Ops-NL Fuel FUEL APSCO GYU4CT 

0th Prod Fuel Ops-NL Fuel FUELAPSCO GYUSCT 

0th Prod Fuel Ops-NL Fuel FUEL APSCO GYU6CT 

0.00 $19,598.06 

0.00 $1,961 ,I 55.1 0 

0.00 $2.080.368.16 
- 

8.00 $332,723,960.95 

0th Prod Fuel Ops-NL Fuel FUEL APSCO GYU5CT 

0th Prod Fuel Ops-NL Fuel FUEL CMMN GFNONPLT 

255.03 $308,9ia.o8 

8,011.45 $966,019.91 

8,266.43 @r/) $1,274,937.99 
Y 

0th Prod Fuel Ops-NL Fuel OTHER OM GSGCMMN 4.00 $6.664,87 
~~ - 

4-00 $6,664.87 

0th Prod Fuel Ops-NL Fuel FUEL APSCO GDGlCT 

0th Prod Fuel Ops-NL Fuel FUEL APSCO GYU3CT 

0th Prod Fuel Ops-NL Fuef FUEL APSCO GW4CT 

0.00 $68,400.32 

0.00 $583.58 

0.00 $72,862.00 

0.00 $141,845.90 

0th Prod Fuel Ops-NL Fuel FUELAPSCO GDGICT 

0th Prod Fuel Ops-NL Fuel FUEL APSCO GWPCC 

0th Prod Fuel Ops-NL Fuel FUEL APSCO GYUCMMN 

0th Pmd Fuel Ops-NL Fuel FUEL APSCO GYUCT 

0th Prod Fuel Ops-NL Fuel FUEL CMMN GFNONPLT 

4.00 $6,677.89 

0.00 $1,017.03 

2.00 $1 43.45 

4.00 $12,948.90 

3,294.68 n $286,122.88 

0th Prod Fuel Ops-NL Fuel FUTURES NG NTVLDAPS 

0th Prod Fuel Qps-NL Fuel GAS SFR NTVLDAPS 

0 t h  Prod Fuel Ops-NL Fuel SFAS 133 PWRTADG 

18.00 $14,341,230.35 

202.00 $72,164,794.22 

0.00 $22,906,988.23 

220.00 $1 09.41 3.O12.80 

0th Prod Fuel Opsaef Fuel PSA APSCORP 0.00 ($21,704,205.36) 

REGULATORY49 Total 0.00 ($21,704,205.3Gl 

SURPLUS GEN-99 

APSCO 5470002 

SURPLUS GEN-99 Total 

0th Prod Fuel Ops-Sys SI Fuel RLZD PHYS PWRMKTG 12.00 $49,231,885.15 

12.00 $49.231.885.15 
~~ 

11,815.16 $471,082,291.32 

Page 2 of 2 1011312011 17:49:33 
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Arizona Corporation Commission 
Docket No E-01345A-11-0224 
Exhibit: MJM-4 

ARIZONA CORPORATION COMMISSION 
STAFF'S EIGHTEENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION T O  APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 5, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 18.3: m: Reference Response t o  STF 14.1, Attachment APS14826 Page 
4 of 6, Natural Gas and Oil. Several differences seem to exist 
between Attachment APS14826 page 4 of 6 and the General Ledger 
entries in Pre-Filed 1.04-APS Test Year General Ledger-APS14048. 
The excel spreadsheet attached to  this data request, "APS14826 
Gas Compare GL," provides a side-by-side listing of entries from 
each of the above-identified documents (with APS14826 page 4 
provided in its entirety). The rows marked in red in spreadsheet 
column G either have no corresponding entry in the other document 
or the entries are not equal. Please either identify the correct 
General Ledger entries corresponding to the APS14826 problem 
rows or explain the difference. 

Response : See APS14885 for references t o  supporting general ledger detail 
presented on APS14886 (FERC Account 501) and APS14887 (FERC 
Account 547). 

Witness: Pete Ewen 
Page 1 of 1 
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Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

ACC DR 18.3 
Pinnacle West 

Budget Item 
Business Account Description Sub Budget Operating 
Unit Unit 

Quantity Amount 

FSL GAS FUEL49 
APSCO 5010000 Steam Power - Fuel FUEL APSCO GCHI 
APSCO 5010000 Steam Power - Fuel FUEL APSCO GOCIST 
APSCO 5010000 Steam Power - Fuel FUEL APSCO GOC2ST 
APSCO 5010000 Steam Power - Fuel FUELAPSCO GSGIST 
APSCO 5010000 Steam Power - Fuel FUEL APSCO GSG2ST 

FSL GAS FUEL49 Total 

0.00 $36,494.02 
0.00 $1,377,477.51@ 
0.00 $1,313,613.35@ 

0.00 $23,421.77 8 8 
0.00 ($23,443.27) 

0.00 $2,727,563.38 

5 ee 

Page I of 1 1011412011 17:42:49 
APS14886 
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ACC Data Request 18.3 
Pinnacle West 

Budget Item 
Buslness Account Sub Budget Operating Descriptian 
Unit Unit 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Quantity Amount 

FERC BEN-99 
GFNONPLT 0th Prod Fuel Ops-NL Fuel 

APSCO 5470000 APSCO GWP4CC 0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel GYUSCT 

FERC BEN-99 Total 

FERC ID-99 

APSCO 5470000 APSCO GFNONPLT 0th Prod Fuel Ops-NL Fuel 

APSCO APSCO P4CC 0th Prod Fuel Ops-NL Fuel 

APSCO 5470000 APSCO GYU5CT 0th Prod Fuel Ops-NL Fuel 

FERC ID-99 Total 

FERC TAX-99 
GFNONPLT 0th Prod Fuel Ops-NL Fuel 

GWP4CC 0th Prod Fuel Ops-NL Fuel 

5470000 APSCO 5CT 0th Prod Fuel Ops-NL Fuel 

FSL GAS FUEL-99 

APSCO 5470000 

APSCO 5470000 

APSCO 547 

APSCO 5470000 

APSCO 5470000 

APSCO 5470000 

CO 5470000 

APSCO 5470 

APSCO 5470000 

APSCO 5470000 

APSCO 5470000 

APSCO 5470000 

APSCO 5470000 

APSCO 547 

APSCO RH1 GRH1 

APSCO RH2 GRH2 

APSCO GSG3CT 0th Prod Fuel Ops-NL Fuel 

APSCO GWP4CC 0th Prod Fuel Ops-NL Fuel 

CO WP5 GWP5CC 0th Prod Fuel Ops-NL Fuel 

FIRM RES GFNONPLT 0th Prod Fuel Ops-NL Fuel 

FUEL APSCO GENTOLL 0th Prod Fuel Ops-NL Fuel 

FUEL APSCO GOC1 CT 0th Prod Fuel Ops-NL Fuel 
0 GOCZCT 0th Prod Fuel Ops-NL Fuel 

0 GSGlCT 0th Prod Fuel Ops-NL Fuel 

FUEL APSCO GSG2CT 0th Prod Fuel Ops-NL Fuei 
0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuei Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

FUEL APSCO GSNCMMN 0th Prod Fuel Ops-NL Fuel 

FUEL APSCO GWPlCC 0th 

FUELAPSCO GWPlCT 0th 

GWP2CC 

GWP2CT 

GWPBCC 

GYUICT 

GYU2CT 

GYUBCT 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0 t h  Prod Fuel Ops-NL Fuel 

($166.99) 
0.00 ($238,360.17) 
0.00 

0.00 

0.00 ($242,383.80) 

0.00 ($6,442.18) ~~ 

0.00 

0.00 

0.00 ($6,550.93) 

0.00 ($63,786.40) - 
0.00 

0.00 

0.00 

8.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0 00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

$41 8,065.1 3 

$4,377,463.96 

$44,831,846.45 

$53,924,077.32 

$91,698,097.28 

$260,621.14 0 
$142,004.0'1 @) 
$55,621.69 5 
$51,379.24 8 < 

Page 1 of 2 10/13/2011 14:14:13 
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ACC Data Request 18.3 
Pinnacle West 

Budget Item 
Business Account Sub Budget Operating Description 
Unlt Unit 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Quantlty Amount 

FSL GAS FUEL-99 

APSCO 5470000 
APSCO 547 
APSCO 5470000 

FSL GAS FUEL-99 Total 

FSL GAS HAND-99 

FSL GAS HAND-99 Total 

FSL GEN OPS-99 

APSCO 5470000 

FSL GEN OPS-99 Total 

FSL OIL FUEL-99 

APSCO 5470000 

FSL ML FUEL-99 Total 

FSL OIL HAND-99 

AP 5470000 
APSCO 5470000 
APSCO 5470000 
APSCO 547 

FSL OIL HAND89 Total 

APSCO 5470000 

NATIVE LOAD49 Total 

REGULATORY-99 

R 

SURPLUS GEN-99 

APSCO 

SURPLUS GEN-99 Total 

FUELAPSCO G 0th Prod Fuel Ops-NL Fuel 

FUEL APS 0th Prod Fuel Ops-NL Fuel 

FUEL APS 0th Prod Fuel Ops-NL Fuel 

FUEL APSCO GYU5CT 0 t h  Rod Fuel Ops-NL Fuel 

FUEL CMMN GFNONPLT 0th Prod Fuel Ops-NL Fuel 

OTHER OM GSGCMMN 0th Prod Fuel Ops-NL Fuel 

FUEL APSCO GDGlCT 0th P 

FUEL APSCO CT 0 t h  Prod Fuel Ops-NL Fuel 

FUEL APSCO CT 0th Plod Fuel Ops-NL Fuel 

FUEL APSCO C 0th Prod Fuel Ops-NL Fuel 

FUEL APSCO GYUCMMN 0 t h  Prod Fuel Ops-NL Fuel 
Prod Fuel Ops-NL Fuel 

GAS SFR NTVLDAPS 0th Prod Fuel Ops-NL Fuel 

133 PWRTRDG 0th Prod fuel Ops-NL Fuel 

0.00 
0.00 

0.00 @ $2,080,368.16 

8.00 $332,723,960.95 

255.03 $308,918.08 0 
8,011.45 $966,019.91 6 
8,266.48 $1,274,937.99 

4.00 $6,664.87 

4.00 $6,664.87 

0.00 $68,400.32 
0.00 $583.58 
0.00 $72,862.00 

0.00 S 4 1  S5.90 

4.00 

- 

$6,677.89 
0.00 $1,017.03 
2.00 $143.45 
4,00 $12,948.90 

3,294.68 $286,122.880 

3,304.68 $306,910.15 

18.00 $14,341,230.35 4 
202.00 $72,164,794.22 8 
0.00 $22,906,988.23 @ 

225.00 $1 09,413,012.80 

PSA APSCORP 0th Prod Fuel Ops-Def Fuel 0.00 ($21,704.205.36) 

0.00 ($21,704,205.36) 

RLZD PHYS PWRMKTG 0th Prod Fuel Ops-Sys SI Fuel 1 2 . 0  $49,231,885.15 

12.00 $49,231.885.15 

11,815,16 $471,082,291.32 

Page 2 of 2 1011 3/2011 14:14:13 
APS14887 
Page 2 of 6 



ACC Data Request 18.3 
Pinnacle West 

Sub Budget 
Business Account Budget Item Operating . Charge Description 
Unit Unit Number 

Arizona Corporation Commission 

Quantity Amount 

FUTURES NG 

AP 5470000 NATIVE LOAD-99 NTVLDAPS PM120 0th Prod Fuel Ops-NL Fuel 

APSCO 5470000 NATIVE LOAD-99 NTVLDAPS PM205 0th Prod Fuel Ops-NL Fuel 

RES NG Total 

GAS SFR 

APSCO 

APSCO 5470000 

APSCO 

AP 

GAS SFR Total 

SFAS 133 

SFAS 133 Total 

NATIVE LOAD-99 NTVLDAPS 1547-100 0th Prod Fuel Ops-NL Fuel 

9 NTVLDAPS PM239 0th Prod Fuel Ops-NL Fuel 

9 NTVLDAPS PM243 0thP 

9 NTVLDAPS 1547 0th Prod Fuel Ops-NL Fuel 

NATIVE LOAD-99 PWRTRDG 1547-1 11 0th Prod Fuel Ops-NL Fuel 

NATIVE LOAD-99 PWRTRDG 1547-1 12 Ofh Prod Fuel Ops-NL Fuel 

18.00 ($1.086,908.40)@ 

0.00 $15,428,138.75 @ 

24.00 ($51,980,866.50) 

12.00 $2,748,981.35 

165.00 $120,350,488.46 @ 

202.00 $72,164,794.22@ 

1 .oo $1,046,190.91 

0.00 $21,819,204.78@@, 

0.00 $1,087,783.4&@ 

0.00 &] $22,806,988.23 @) 
W 

220.00 $1 09,413,012.80 

Page 1 of 1 10/13/2011 14~4805 
APS14887 
Page 3 of 6 



_-  ACC Data Request 18.3 
Pinnacle West  

Sub Budget 
Business Account Budget item Resource Description 
Unit Category 

Arizona Corporation Commission 
Docket N 0 . W - 1  1@ 
Exhibit: MJ - 

Quantity Amount 

FUEL APSCO 

APSCO 5470000 

APSCO 547 

APSCO 5470000 

APSCO 547 

APSCO 54700 

APSCO 547 

APSCO 5470000 

APSCO 5470000 

APSCO 5470000 

APSCO 5470000 

APSCO 547 

APSCO 5470000 

APSCO 5470000 

FUEL APSCO Total 

FUEL CMMN 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

FSL GAS HAND-99 11 3 

FSL GAS HAND-99 121 

FSL GAS HAND-99 131 

FSL GAS HAND-99 601 

FSL GAS HAND-99 81 2 

FSL GAS HAND-99 869 

FSL GAS HAND-99 902 

FSL GAS HAND-99 903 

FSL GAS HAND-99 91 1 

5470000 FSL 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0 t h  Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0 t h  Prod F L Fuel 

0th Prod F L Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

$1,225.62 

$1,468.54 

$1,316.92 

187.76 

21.77 

0.00 
19.50 

$4,708.02 

0.00 
1.00 

0.00 

0.00 

1 .oo 
6.00 

18.00 

0.00 

0.00 

0.00 

255.433 

$77.97 

$32.40 

$53.23 

$56,259.01 

$825.31 

$1 04.24 

$3,856.64 

$308,918.08 D 

5,774.85 

1,713.60 

0.00 

39 

0.00 

0.00 
4.00 
0.00 

0.00 

0.00 
0.00 

0.00 
0.00 

1 .oo 
0.00 

24.00 

0.00 

0.00 

0.00 

0.00 

0.00 

80.00 

15.00 

1 .oo 
0.00 

0.00 

0.00 
0.00 

c 

$291,6 

$1 19,4 

$385.78 

$1,407.58 

$2,421.75 

$1,796.26 

$ 

$ 
$1 06.25 

$0.01 

$936.00 

$9.18 

$787.72 

$1,972.80 

* 

$48,964.37 

$4,665.65 

Page 1 of 2 1011 312011 14:55:59 
APS14887 
Page 4 of 6 



ACC Data Request 18.3 
Pinnacle West 

Sub Budget 
Business Account Budget item Resource Description 
Unit Category 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Quantity Amoun 

FUEL CMMN 

FUEL CMMN Total 8,011.45 $966,019.91 6 
0th Prod Fuel Ops-NL Fuel 0.00 $172,628.93 APSCO 5470000 FSL GAS HAND-99 91 1 

8,266.48 $1,274,937.99 

Page 2 of 2 10l1312011 14:55:09 
APS14887 
Page 5 of 6 



ACC Data Request 18.3 
Pinnacle West 

Sub Budget 
Business Account Budget Item ReSOUrCe Description 
Unlt Category 

Arizona Corporation@ion 
Docket No. E-01345 -1 - 2 4 
Exhibit: MJM-4 

Quantity Amount 

FUEL APSCO 

APSCO 5470000 FSL OIL HAND-99 409 

APSCO 5470000 FSL OIL HAND-99 819 

APSCO 5470000 FSL OIL HAND-99 869 

APSCO 5470000 FSL OIL HAND-99 899 

FUEL APSCO Total 

FUEL CMMN 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

APSCO 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

5470000 

FUEL CMMN Total 

FSL OIL HAND-99 11 1 

FSL OIL HAND-99 112 

FSL OIL HAND-99 113 

FSL OIL HAND799 132 

FSL OIL HAND-99 300 

FSL OIL HAND-99 305 

FSL OIL HAND-99 401 

FSL OIL HAND-99 402 

FSL OIL HAND-99 403 

FSL OIL HAND-99 409 

FSL OIL HAND-99 542 

FSL OIL HAND-99 555 

FSL OIL HAND-99 601 

FSL OIL HAND-99 620 

FSL OIL HAND-99 805 

FSL OIL HAND-99 834 

FSL OIL HAND-99 837 

FSL OIL HAND-99 840 

FSL OIL HAND-99 869 

FSL OIL HAND-99 893 

FSL OIL HAND-99 899 

FSL OIL HAND-99 902 

FSL OIL HAND-99 903 

FSL OIL HAND-99 91 1 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0 t h  Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0.00 $13.00 

2.00 $143.45 

8.00 $19,613.79 

0.00 $1,017.03 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0 t h  Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0 t h  Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0 t h  Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0th Prod Fuel Ops-NL Fuel 

0 t h  Prod Fuel Ops-NL Fuel 

0 t h  Prod Fuel Ops-NL Fuel 

0 t h  Prod Fuel ODS-NL Fuel 

10.00 $20,787.27 

2,146.1 6 

1.077.52 

0.00 

0.00 

0.00 

2.00 
0.00 

0.00 

0.00 

0.00 

0.00 
0.00 
0.00 
0.00 

0.00 

0.00 

57.00 

12.00 

0.00 
0.00 

0.00 

0.00 
0.00 

0.00 

- 
$80,107.20 

$82,324.48 

$15,220.36 

$21,849.31 

$224.42 

$1,133.82 

$65.34, 

$48.30 

$4.01 

$298.1 7 

$99.65 

$35.75 

$0.00 

$74.98 

$20.1 6 

$1,241.90 

$1,405.62 

$340.56 

$0.00 

$33.00 

$122EJ 

$1 3,965.7 3 

$1,776.53 

$65.731.24 .~ ~ 

3,294.68 $286,122.88 0 
3,304.68 $306,910.15 

Page 1 of 1 1011 3/2011 15:00:59 

APSl4887 
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Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit. MJM-4 

ARIZONA CORPORATION COMMISSION 
STAFF’S EIGHTEENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 5, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 18.4: - PSA: Reference Response t o  STF 14.1, Attachment APS14826 Page 
5 of 6, Purchased Power. While we could trace back all Purchased 
Power entries on APS14826 page 5 of 6 to  the General Ledger 
provided in Pre-Filed 1.04-APS Test Year General 
Ledger-APS14048, certain items in the Purchased Power 
Adjustment section could not  be verified with the General Ledger 
provided. The excel spreadsheet attached to this data request, 
“APS14826 Purchased Power Compare GL,” provides a side-by-side 
listing of entries from each of  the above-identified documents (with 
APS14826 page 5 provided in its entirety). The rows marked in red 
in spreadsheet column G either have no corresponding entry in the 
other document or the entries are not equal. Please either identify 
the correct General Ledger entries corresponding to the APS14826 
problem rows or explain the difference. 

Response: See APS14888 for references to reconciling general ledger detail on 
APS14889 (FERC Account 5470), APS14890 (FERC Account 555-0), 
APS14891 (FERC Account 555-5) and supporting schedule detail on 
APS14892 (Renewable Energy Analysis). 

Witness: Pete Ewen 
Page 1 of 1 
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ACC DR 18.4 
Pinnacle West 

Sub Budget 
Business Acoount Budget Item Charge Description 
Unit Number 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Quantlty Amount 

FUTURES NG 

APSCO 5470000 

APSCO 5470000 

FUTURES NG Total 

CAS SFR 
APSCO 5470000 

APSCO 5470000 

APSCO 5470000 

APSCO 5470000 

GAS SFR Total 

SFAS 133 

APSCO 5470000 

APSCO 5470000 

SFAS 133 Total 

NATIVE LOAD99 PM120 ED3 Gas Hedge Liquidation 

NATIVE LOAD.99 PM205 NATIVE LOAD GAS OPTIONS 

18.00 ($1,086,908.40) 

$1 5,428,138.75 0.00 

9 1547-100 NATIVE LOAD GAS BURNS 
NATIVE LOAD-99 1547-120 Fuel Costs ED3 

NATIVE LOAD-99 PM243 Gas Storage Expense 

NATIVE LOAD-99 PMM9 NATIVE LOAD GAS S 

18.00 $14,341,230.35 

24.00 ($51,980,866.50)0 

12.00 $2,748,981.35 tt 
165.00 $1 20,350,488.46 

1 .oo $1,046,190.91 

202.00 $72,t64,794.22 
_._ 

NATIVE LOAD-99 1547-1 11 SFAS 133 GAS FUEL EXP.-CURRENT 

NATIVE LOAD-99 1547-112 SFAS 133 Fuel Native Load Requireme 
0.00 521,819,204.78 

0.00 $1,087,783.45 

0.00 $22,906,988.23 

220.00 $1 09.41 3.01 2,8O *& 

Page 1 of 1 1011 312017 15:2i :58 
APS14889 
Page 1 of 1 



ACC DR 18.4 
Pinnacle West 

Sub Budget 
Business Account Budget Item Charge Description 
Unit Number 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Quantlty . Amount 

BANKED 

APSCO 5550000 NATIVE LOAD-99 1555-014 BANKED ENERGY 

BANKED Total 

EXCHG 

APSCO 5550000 NATIVE LOAD-99 1555-015 PAClFiCORP EXCHANGE ENERGY 

EXCHG Total 

INTERCHG 

APSCO 5550000 

APSCO 5550000 

APSCO 5550000 

APSCO 5550000 

APSCO 5550000 

INTERCHG Total 

ISDA PWR 

APSCO 5550000 

IS0 ADJUST 

55 

IS0 ADJUST Total 

APSCO 5550000 

APSCO 5550000 

IS0 PMT Total 

OPTNS PWR 

APSCO 5550000 

OPTNS PWR Total 

PURCH PWR 

APSCO 5550000 

PURCH PWR Total 

SFAS 133 

APSCO 5550000 

APSCO 5550000 

SFAS 133 Total 

SRP TC 

APSCO 55 

SRP TC Total 

NATIVE LOAD-99 1555- Interchange Clearing 

NATIVE LOAD-99 1555-036 Native Load Purchased Power 

NATIVE LOAD-99 1555-037 Native Load Purchased Pwr Requirem 

NL Requirements Power Financials 

.044 Green Power Premiums 

0.00 $3,632,759.61 

0.00 $3,632.759.61 

19.00 ($4,020,088.51) 

19.00 ($4,020,088.51) 

250.00 $0.00 
13.00 $119,147,842.62 

12.00 $29,220,433.460 

0.00 $0.00 
12.00 ($8,200,983.40) 

NATIVE LOAD-99 1555028 POWER FINANCIAL TRADES 

NATIVE LOAD-99 99-555-005 IS0 ADJUSTMENTS 

3.00 ($74.50) 

2.00 $1,724.350.29 

2.00 $1,724,350.29 

NATIVE LOAD-99 99-555-004 IS0 PAYMENTS 

NATIVE LOAD-99 99-555-007 Cal Power Exchge Fees 

9.00 ($29,483.92) 

2.00 $38.564.80 

NATIVE LOAD-99 1555-034 Native Load Options 

NATIVE LOAD-99 1555-1 15 PGR Purchased Power 

NATIVE LOAD-99 1555-11 8 Ariington Purchased Power 

1555-1 11 SFAS 133 PUR 

1 0 SFAS 133 Power Native Load Requirem 

NATIVE LOAD-99 1555-112 SRP T&C PURCHASED POWER 

11.00 $9,080.88 

0.00 $12,727,000.00 

0.00 $12,727,000.00 

0.00 $43,337,202.73 

0.00 $40,850,513.66 

0.00 $17,397,262.68 0 
0.00 ($789,689.19) @ 
0.00 $16.607.573.49 

48.00 $18,890,356.47 

48.00 $18,890,356.47 

Page 1 of 2 10/13/2011 15:23:59 
APS14890 
Page 1 of 2 



ACC DR 18.4 
Pinnacle West 

Sub Budget 
Business Account Budget Item Charge Description 
Unit Number 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Quantity Amount 

SRSG 
APSCO 5550000 NATIVE LOAD-99 1555-010 SRSG PURCHASED POWER 

SRSG Total 

5 r e  j4P5 Pc,-F. ' led 

$96,606.25 0.00 

$96,606.25 0.00 

370.00 $274,022,573.05 2 

Page 2 of 2 1011 3t2011 15:23:59 
APS14890 
Page 2 of 2 



ACC DR 18.4 
Pinnacle West 

Sub Budget 
Business Account Budget Item Charge Description 
Unit Number 

Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Quantity Amount 

INTERCHG 

APSCO 5550005 

APSCO 5550005 

INTERCHG Total 

IS0 ADJUST 

APSCO 5550005 

IS0 ADJUSTTotal 

OFFSYSTEM-99 1555-030 OFF SYSTEM SRP T&C 

OFFSYSTEM-99 1555-035 Purchased Power Agreements 

7.00 $922,811.1 i@ 
0.00 $235,655.1 0 

OFFSYSTEM-99 1555-019 NONTRADING IS0 ADJUSTMENT 

7.00 $1,158,466.27 

1 .OO $252,860.01 

1 .oO $252,860.01 

8.00 $1,411,326.28 3( 

I Page 1 of 1 10113/2011 15:27:45 

Page 1 of 1 
APS1481 



Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-4 

Renewable Energy Summary 
2010 

Green MW Non-Green MW Total MW Total $ Purch Pwr $ RES $ 

Jan-10 57,409 57,409 $3,718,249.49 $3,041,673.74 $676,575.7: 

Feb-10 38,975 38,975 $2,553,192.52 $2,092,602.05 $460,590.47 

Mar-10 61,285 61,285 $3,988,296.39 $3,272,696.81 $715,599.5€ 

Apr-10 67,846 67,846 $4,373,909.40 $3,665,419.63 $708,489.7; 

May-10 70,390 70,390 $4,528,772.58 $3,740,013.44 8788,759.1L 

Jun-10 50,956 50,956 $3,372,868.42 $2,774,769.51 $598,098.9 3 

Jul-10 39,327 39,327 $2,603,334.86 $2,102,353.82 $500,981.0C 

Aug-10 34,320 34,320 $2,187,166.49 $1,776,7 10.22 $410,456.25 

Sep- 10 57,037 116 57,153 $3,764,451.00 $3,031,457.39 $732,993.61 

Oct-10 63,315 34 63,349 $4,302,808.69 $3,448,120.56 $854,688.1: 

Nov- 10 73,136 73,136 $4,733,785.80 $3,946,078.67 $787,707.1: 

Dec- 10 83,658 83,658 $5,512,107.52 $4,527,040.96 $985,066.5f 

697,654 150 697,804 $45,638,943.16 $37,418,936.81 $8,220,006.35 
a b C 

(a) Please see page 326.3 through 326.6 in the 2010 FERC form 1. The dollar amounts for the following companies make up the gross 
amount of the renewable adjustment: 
Aragonne Wind LLC 
Glendale Energy LLC 
High Lonesome Wind Ranch, LLC 
Snowflake Power LLC 
Snowflake White Mountain Power LLC 
CE Turbo LLC 

(b) Renewables adjustment (Reference 7 on the Lead Summary Sheet) 

( c) Represents the above market value of these Purchased Power contracts recovered through Renewable Energy Surcharge (RES) 

APS14892 
Page 1 of 1 



Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit. MJM-5 

ARIZONA CORPORATION COMMISSION 
STAFF'S TWELFTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
SEPTEMBER 15, 2011 

Staff 12.2: Environmental and Reliability Account (ERA): Please provide 
the following: 

a. The expected implementation date of the initial ERA. 

b. The estimated charge to customers based on the initial ERA 
formula. 

Response: a. The expected implementation date of the initial ERA is April 1, 
2013. 

b. The estimated charge t o  customers for the initial ERA formula 
without and with the APS's acquisition of Southern California 
Edison's (SCE) share of Four Corners generation plant unit 4 
and 5 are 0.0045°/~ and 2.2805% respectively. See APS14759 
for the charge calculation. 

Note that the Total Company Revenues used in the calculation 
are for the 2010 Test Year rather than a forecast of 2012. 

The associated O&M with Four Corners is based on Units 1 
through 3 shutting down concurrently with the acquisition of 
units 4 and 5. I f  these units continued to operate through 
2013, the O&M amount would increase in the ERA calculation 
but would be more than offset by reductions in costs passed 
through the Power Supply Adjustor. 

Witness: Leland R Snook 
Page 1 of 1 



Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-5 

Schedule 2: Revenue Requirement and Adjustor Calculation 
Plant in Service for Calendar Year 2012 

Estimated Calculation (Excluding 4Corners) 

Line No. ERA Calculation YR1 

Qualified Plant 

New Generation Capacity - Plant Construction (Schedule 1, Line 8, Column F) 
New Generation Capacity - Plant Acquisition (Schedule 1, Line 12, Column F) 
Existing Generation Plant - New Efficiency Projects (Schedule 1, Line 16, Column F) 
Plant Balance - ERA Qualified Investments (Line 1 + Line 2 + Line 3 + Line 4) 

1. Environmental Improvement Projects (Schedule 1, Line 4, Column F) 5 976,626 
2. 
3. 
4. 
5. 5 976,626 

Adjustment to  Plant 
6. Accumulated Depreciation 5 2,433 
7. Cumulative Deferred Taxpax Credits 202,107 
8. ERA Net Plant [Line 5 - Line 6 - Line 7) 5 772,086 

9. Pre-tax Weighted Average Cost of Capital 12.7480% 

Revenue Requirement 
10. Composite Return on ERA Net Plant (Line 8 * Line 9) 5 98,426 
11. Annual Depreciation of Plant In Service 29,201 
12. Applicable Property Tax 5,678 
13. Associated O&M Expense 
14. $ 133,305 Total ERA Revenue Requirement (Line 10 + Line 11 + Line 12 + Line 13) 

15. Total Company Revenues $ 2,945,170,227 

16 ERA Adjustment Percentage (Line 14 / Line 15) 0.0045% 

Note: This information is confidential unti( APS's FERC Form 1 has been filed. 

APS14759 
Page 1 of 2 
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Schedule 2: Revenue Requirement and Adjustor Calculation 
Plant in Service for Calendar Year 2012 

Estimated Calculation (including 4Corners) 

Line No. ERA Calculation YR1 
Qualified Plant 

New Generation Capacity - Plant Construction (Schedule 1, Line 8, Column F) 
New Generation Capacity - Plant Acquisition (Schedule 1, Line 12, Column F) 
Existing Generation Plant - New Efficiency Projects (Schedule 1, Line 16, Column F) 
Plant Balance - ERA Qualified Investments (Line 1 + Line 2 + Line 3 + Line 4) 

1. Environmental Improvement Projects (Schedule 1, Line 4, Column F) $ 976,626 
2. 
3. 284,004,000 
4. 
5. $ 284,980,626 

Adjustment to  Plant 
6. Accumulated Depreciation $ 4,880,733 

6,592,446 7. Cumulative Deferred Taxpax Credits 
8. ERA Net Plant (Line 5 - Line 6 - Line 7) $ 273,507,447 

9. Pre-tax Weighted Average Cost of Capital 12.7480% 

Revenue Requirement 
10. Composite Return on ERA Net Plant (Line 8 * Line 9) $ 34,866,729 
11. Annual Depreciation of Plant In Service $ 19,542,401 
12. Applicable Property Tax 7,830,278 
13. Associated O&M Expense 4,926,600 
14. $ 67,166,009 Total ERA Revenue Requirement (Line 10 + Line 11 + Line 12 + Line 13) 

15. Total Company Revenues $ 2,945,170,227 

16 ERA Adjustment Percentage (Line 14 / Line 15) 2.2805% 

Note: This information is confidential until APSs FERC Form 1 has been filed. 

APS14759 
Page 2 of 2 
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ARIZONA CORPORATION COMMISSION 
STAFF'S FOURTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

JULY 25, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 4.2: Environmental and Reliabilitv Account (ERA): Please explain 
in detail the major differences between the proposed ERA and the 
existing Environmental Improvement Surcharge (EIS). 

Response : The EIS collects a small fixed amount of funds ($0.00016/kWh) for 
qualified environmental projects. Collections are required t o  offset 
project costs and are recorded as Contribution I n  Aid of 
Construction ("CIAC"). The ERA is an adjustor mechanism with a 
broader scope than the EIS and is designed to  collect expenses 
associated with qualified environmental improvement projects, as 
well as reliability costs related to  generation plant capacity 
acquisitions, existing generating plant efficiency projects or the 
construction of  new generation plant. The new ERA charge will be 
calculated based upon historical capital costs and operating 
expenses associated with the  qualifying projects. 

Please see Mr. Snook's testimony, pages 23-29, and the ERA Plan of 
Administration, Attachment LRS-3 for additional detail. 

Witness: Leland Snook 
Page 1 of 1 
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ARIZONA CORPORATION COMMISSION 
STAFF'S FOURTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
JULY 25, 2011 

Staff 4.3: Environmental and Reliabilitv Account f ERA): Please explain 
why the ERA is more advantageous to the ratepayer then the EIS. 

Response: The Environmental and Reliability Account (ERA) described in the 
testimony of Leland Snook will target generation capacity additions 
a nd environmental upgrades. Recovering these costs concurrently 
over time through the proposed ERA would smooth the customer 
bill impact of these environmental and reliability additions, resulting 
in more gradual base rate increases over time and potentially less 
frequent general rate cases relative to what they would have been 
absent the ERA. The proposed ERA mechanism would also provide 
more accurate price signals to customers by better aligning APS's 
rates with its costs in a more timely manner. Customers also 
clearly benefit from the environmental and generation assets, 
whose revenue requirement would be recovered through the ERA. 

Unlike the cap imposed on the EIS, the ERA more accurately 
reflects the costs associated with making investments in qualified 
projects. As stated by Mr. Snook in his direct testimony; a t  page 
25, beginning with line 7: 

"The ERA will provide a number of service and rate benefits to 
customers. APS has the obligation to serve its customers with 
electric power that is safe, reliable, and environmentally 
responsible. To fulfill this obligation, APS must be able to raise 
enough capital for the necessary investments in generating 
facilities. By providing timely recovery of required environmental 
improvement projects and generation capacity acquisitions or 
additions between rate proceedings, the ERA will better enable APS 
to secure capital a t  a reasonable cost and make these capital 
investments. Thus, passing these savings onto customers." 

Witness: Leland Snook 
Page 1 of 1 
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Executive Summary 

A cost tracker allows a utility to recover its actual costs from customers for a specified 
function on a periodical basis outside of a rate case. This paper discusses the major issues that 
state public utility commissions face in evaluating the costs and benefits of these devices. 

Several state commissions have approved new cost trackers for a wide array of utility 
functions in both the electric and natural gas sectors. State commissions have traditionally 
limited the use of cost trackers, partially because of the perception that they create “bad” 
incentives and shift risks to a utility’s customers. The recent approvals depart from past 
regulatory practices that sanction trackers only under highly restricted conditions. 

The author asserts that state commissions have not given adequate attention to the 
negative features of cost trackers, which are at odds with the public interest. Specifically, cost 
trackers diminish the positive effects of regulatory lag and retrospective reviews in deterring 
utility waste and cost inefficiency. Trackers also could reduce regulatory scrutiny in evaluating 
cost prudence. 

This paper contends that regulators should view cost recovery in a rate case as the 
“default” practice. A rate case assures scrutiny of a utility’s costs and provides strong motivation 
for the utility to control those costs between rate cases. The utility therefore bears burden to 
show why a cost tracker is in the public interest. The utility should demonstrate that it would 
suffer severe financial difficulties under “extraordinary circumstances” without the tracker. 

This paper also recommends that regulators consider the advantages of replacing cost 
trackers (excluding fuel and purchased gas cost trackers) with a single rate-of-return tracker in 
the form of an earnings-sharing mechanism. This alternative can overcome some of the 
problems with cost trackers, namely perverse or weak incentives for cost control, the 
mismatching of total costs and revenues, and inadequate regulatory oversight of costs. An 
earnings-sharing mechanism also achieves the major objective of cost trackers, which is to 
prevent a utility from suffering serious financial problems between rate cases. 

... 
111 
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How Should Regulators View Cost Trackers? 

This paper discusses the major issues regulators face in evaluating the costs and benefits 
of cost trackers.’ This paper responds to state public utility commissions’ recent actions in 
approving new cost trackers for a wide array of utility functions in both the electric and natural 
gas sectors. Historically, state commissions have limited the use of cost trackers, partially 
because of the perception that they create “bad” incentives and shift risks to a utility’s customers. 
The recent approvals differ from past regulatory practices that sanctioned trackers only under 
highly restricted conditions. 

The author contends that state commissions have not given adequate attention to the 
negative features of cost trackers. By conflicting with certain regulatory objectives, cost trackers 
thwart the public interest. Cost trackers undercut the positive effects of regulatory lag and 
retrospective reviews in deterring utility waste and cost inefficiency. They also could lessen 
regulatory scrutiny in evaluating the prudence of costs. 

This paper defines cost trackers and discusses how they benefit utilities. It then provides 
the rationales for cost trackers and how they relate to regulatory principles for cost recovery. 
The paper examines two scenarios; in the first, regulators allow comprehensive cost trackers, 
while in the second they allow none. The paper ends by recommending a regulatory policy and 
identifying questions regulators should ask when investigating cost trackers. 

I. The Definition and Mechanics of a Cost Tracker 

A cost tracker allows a utility to recover its actual costs from customers for a specified 
function on a periodical basis outside of a rate case.2 A tracker, in other words, involves the 
recovery of a utility’s actual costs in the periods between rate cases. These costs could include 

Regulators sometimes refer to cost trackers as “riders.” 

A cost tracker can either provide interim rate relief for a utility or be a permanent 
fixture that adjusts rates between rate cases based on upward and downward movements in those 
costs specified in a tracker. As an alternative to a cost tracker, a utility can file for emergency 
rate relief whenever it encounters a serious financial problem. The commission can specify 
conditions under which a utility can file an emergency or interim rate filing petitioning for 
immediate rate relief. This paper does not examine the different regulatory approaches to 
relieving utilities of any temporary or more permanent serious financial problems. Such a study 
could compare each approach, including cost trackers, based on its effect on different regulatory 
objectives. 

1 



Arizona Corporation Commission 
Docket No. E-01345A-11-0224 
Exhibit: MJM-8 

those that deviate from some baseline or are ~ero-based.~ Baseline costs, for example, could 
include bad debt costs4 reflected in present rates as determined in the last rate case. A cost 
tracker could allow adjustments in rates when actual bad-debt costs depart from the baseline 
level. These adjustments would occur periodically as prescribed previously by a commission. 

To benefit customers when actual cost falls below the baseline level, a cost tracker must 
be “symmetrical.” The unpredictability of a cost item-which, as this paper discusses later, is 
one underlying rationale for a cost tracker-means that test-year cost estimates can overstate or 
understate the actual costs. Virtually all fuel and purchased gas cost trackers are symmetrical, 
with customers benefiting when commodity-energy costs fall (e.g., since the autumn of 2008). 

Cost trackers also could apply to all of the costs associated with a particular business 
function or task. Under this zero-based approach, for example, the entire cost of a gas utility’s 
new investments in upgrading the safety of its distribution system would be amortized and 
recovered later from customers in lieu of inclusion in base rates. The same cost recovery 
procedure can occur for a utility’s energy-efficiency initiatives. 

Some cost trackers, such as fuel adjustment clauses (FAC) and purchased gas 
adjustments (PGAs), adjust rates in response to changes in the price of fuels used by generating 
facilities and purchased gas for gas utilities.’ Certain cost trackers approved over the last couple 
of years allow for rate adjustments when the cost for a particular business function, for whatever 
reason, changes. A tracker for bad debt, for example, does not distinguish between an increase 
because of a greater number of nonpaying customers or higher debt per customer. 

“Zero-based” refers to all the costs associated with a specific function, rather than just 
increments or decrements from test-year costs. 

These costs represent money owed by customers to a utility that the utility has 
determined to be uncollectible. 

NRRI has conducted several studies on FACs and PGAs. See, for example, Robert E. 
Burns, Mark Eifert, Peter Nagler, Current PGA and FAC Practices: Implications for Ratemaking 
in Competitive Markets (Columbus, Ohio: NRRT, November 1991), NRRI 91-13; Robert E. 
Bums and Mark Eifert, “Designing Fuel and Purchased Gas Adjustment Clauses to Provide for 
Incentive Compatibility in a More Competitive Environment,” Proceedings of the Eighth 
NARUC Biennial Regulatory Information Conference (Columbus, Ohio: NRRI, September 
1992); Kevin A. Kelly, Timothy Pryor, Nat Simons, Electric Fuel Adjustment Clause Design 
(Columbus, Ohio: NRRT, 1979), NRFU 79-3; and Douglas N. Jones, Russell J. Profozich, 
Timothy Biggs, Electric and Gas Utility Rate and Fuel Adjustment Clause Increases, 1978 and 
1979 (Columbus, Ohio: NRRT, 1981), NRRI 81-5. 

2 
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11. Principles for Cost Recovery 

A. “Reasonable opportunity” criterion 

State commissions have applied myriad criteria for utility cost recovery. Regulators are 
legally bound to allow utilities the opportunity to recover prudently incurred costs. Prudent costs 
reflect utility management that makes rational and well-informed decisions. The word 
“opportunity” can refer to the utility having a good chance of earning its authorized rate of return 
and is distinct from an entitlement.6 “Earning the authorized rate of return” means that the utility 
recovers its prudent variable costs (e.g., operations and maintenance) and earns a return of and 
on prudently incurred fixed costs, including its cost of capital as determined in the last rate case. 

B. Incentive effects of cost trackers 

Commissions traditionally allow cost recovery only after a rate case review. Other 
alternatives such as a cost tracker would require that a utility show violation of the “opportunity” 
condition for particular cost items. A violation can occur when a certain cost is substantial, 
unpredictable, and generally beyond a utility’s control. Other than costs relating to fuel and 
purchased power and gas, few other costs fall within the confines of “special  circumstance^."^ 
Parties to regulatory proceedings naturally disagree over when these circumstances exist. To 
clarify their positions to utilities, intervening groups, and the general public, commissions should 
consider issuing policy statements articulating standards for the recovery of costs through 
trackers. 

Regulators, until recently, have taken a cautious approach to trackers, partially because 
they weaken the incentive of a utility to control its costs.* Controlling utility costs is a primary 

One interpretation is that the utility earns its authorized rate of return over a number of 
years, rather than each year. Regulators, investors, and utilities do not expect uniform rates of 
return across years. Instead, they ostensibly presume that in some years the rate of return will be 
below the authorized level, while in other years it would be above the authorized level. 
Regulators, for example, set rates based on “normal” weather. They expect that summer weather 
will be hotter than normal in some years and cooler than norma1 in others. For a typical electric 
utility, having a hotter-than-normal summer and a cooler-than-normal summer often means the 
utility earns a high rate of return and a low rate of return for those years respectively. But 
regulators expect normal weather over a number of years. 

An exception also might include the costs associated with a major storm causing 
extensive damage to a utility’s infrastructure. 

The cost trackers discussed in this paper assume price adjustments based on changes in 
the actual cost of the utility. If instead price adjustments relate to cost changes for a peer group 
or other factors outside the control of the utility, the incentive problems identified in this paper 
would mostly disappear. Some cost trackers attempt to incorporate benchmarks that reflect 
performance exogenous to an individual utility. Defining the appropriate benchmark is a crucial 
but difficult task in designing a performance-based tracker. See, for example, Ken Costello and 
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objective of regulators because it contributes to lower rates and reflects efficient utility 
management. Cost trackers can, in various ways, result in higher utility costs.’ First, they 
undercut the positive effects of regulatory lag on a utility’s costs. “Regulatory lag” refers to the 
time gap between when a utility undergoes a change in cost or sales levels and when the utility 
can reflect these changes in new rates. Economic theory predicts that the longer the regulatory 
lag, the more incentive a utility has to control its costs; when a utility incurs costs, the longer it 
has to wait to recover those costs, the lower its earnings are in the interim. The utility, 
consequently, would have an incentive to minimize additional costs. Commissions rely on 
regulatory lag as an important tool for motivating utilities to act efficiently. l o  As economist and 
regulator Alfred Kahn once remarked: 

Freezing rates for the period of the lag imposes penalties for inefficiency, 
excessive conservatism, and wrong guesses, and offers rewards for their 

James F. Wilson, A Hard Look at Incentive Mechanisms for Natural Gas Procurement, NRRI 
06-1 5 ,  November 2006, at http://wwMl.nrri.org/pubs/aas/06- 15 .pdf. 

’ Theoretical and empirical studies provide some evidence of the incentive problems 
associated with one kind of cost trackers, FACs. See, for example, David P. Baron and 
Raymond R. DeBondt, “Fuel Adjustment Mechanisms and Economic Efficiency,” Journal of 
Industrial Economics, Vol. 27 (1 979): 243-69; David P. Baron and Raymond R. DeBondt, “On 
the Design of Regulatory Price Adjustment Mechanisms,” Journal of Economic Theory, Vol. 24 
(1 98 1): 70-94; David L. Kaserman and Richard C. Tepel, “The Impact of the Automatic 
Adjustment Clause on Fuel Purchase and Utilization Practices in the US .  Electric Utility 
Industry,” Southern Economics Journal, Vol. 48 (1 982): 687-700; and Frank A. Scott, Jr., “The 
Effect of a Fuel Adjustment Clause on a Regulated Firm’s Selection of Inputs,” The Energy 
Journal, Vol. 6 (1985): 117-126. The first two studies applied a general model to show that 
FACs tend to cause a utility to overuse fuel relative to other inputs, pay more for fuel prices, and 
choose non-optimal, fuel-intensive generation technologies. The third study provided empirical 
support for this prediction. The fourth study showed that some types of FACs cause bias in fuel 
use and that FACs in general weaken the incentive of a utility to search for lower-priced fuel. It 
provided empirical evidence that electric utilities with an FAC pay higher fuel prices than 
utilities without an FAC. 

lo Regulatory lag is a less-than-ideal method, however, for rewarding an efficient, and 
penalizing an inefficient, utility. Some of the additional costs could fall outside the control of a 
utility (e.g., increase in the price of materials), and any cost declines might not correlate with a 
more managerially efficient utility (e.g., deflationary conditions in the general economy). As 
discussed elsewhere in this paper, regulators are more receptive to cost trackers when: (1) 
regulatory lag can cause a substantial movement in a utility’s rate of return between rate cases, 
and (2) the utility has little control over how much its actual costs will deviate from its test-year 
costs. 
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opposites; companies can for a time keep the higher profits they rea from a 
superior performance and have to suffer the losses from a poor one. 7, 
Rational utility management, as a general rule, would exert minimal effort in controlling 

costs if it has no effect on the utility’s profits.’2 This condition occurs when a utility is able to 
pass through (with little or no regulatory scrutiny) higher costs to customers with minimal 
consequences for sales. Cost containment constitutes a real cost to management. Without any 
expected benefits, management would exert minimum effort on cost containment. The difficult 
problem for the regulator is to detect when management is lax. Regulators should concern 
themselves with this problem; lax management translates into a higher cost of service and, if 
undetected, higher rates to the utility’s customers. Regulators should closely monitor and 
scrutinize costs, such as those subject to cost trackers, that utilities have little incentive to 
control. 

When mechanisms for cost recovery differ across functional areas, perverse incentives 
can arise that would make it profitable for the utility not to pursue cost-minimizing a~tivities.’~ 
The result is higher rates to utility customers. A utility with a FAC might postpone maintenance 
of a power plant even when it would cost less than the savings in fuel costs. The utility could not 
immediately (or even at any time) recover additional maintenance costs, while it could pass the 
higher fuel costs through the FAC. 

Cost trackers, in the long run, can bias a utility’s technological and investment decisions. 
A utility recovering fuel costs through a FAC, for example, might want to adopt fuel-intensive 
generation technologies even if they are more expensive from a life-cycle per~pective.’~ The 
result, again, is higher rates to utility customers. 

l1 Alfred E. Kahn, Economics of Regulation, VoZ. 2 (New York: John Wiley 2% Sons, 
1971), 48. 

l2  I assume here that reducing cost has no effect on the quality or quantity of utility 
service. Controlling costs, therefore, refers to eliminating or reducing “wasteful” expenses that 
would result in no decline in the value of utility service. The author imagines a situation in 
which utilities would attempt to defer maintenance costs until the commission sets new base 
rates that account for those costs. 

l3 In the example above, regulators could eliminate any perverse incentive by simply 
allowing a cost tracker for maintenance expenses. 

l 4  See, for example, the Baron and DeBondt studies cited in footnote 9. 
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Cost trackers also could motivate utilities to shift more of their costs to functions subject 
to  tracker^.'^ They might, for example, want to classify routine maintenance costs as a capital 
expense that receives tracker cost recovery. Such shifts could lead to earning an excessive rate 
of return. Regulators implementing trackers should carefully define applicable costs. They 
should also examine costs claimed under trackers to ensure that the utility recovers only 
appropriate costs through the tracker.16 

An important incentive for cost control by regulated utilities is the threat of cost 
disallowance from retrospective review. l7 To the extent that cost trackers dilute the frequency 
and quality of these reviews, further erosion of incentives for cost control occurs. With less 
regulatory oversight and auditing, which often accompany rate cases, a utility might have less 
concern over the costs it incurs. Regulators have long recognized the importance of 
retrospective reviews in motivating a utility to avoid cost disallowances from grossly subpar 
performance. 

If a utility has a number of cost trackers, the regulator might want to consider staggering 
the timing of retrospective reviews to avoid having inadequate staff resources to review the 
adjustments for individual cost trackers. Some utilities have comprehensive trackers that recover 
a wide array of costs (e.g., purchased gas, bad debt, energy-efficiency activities, and 
environmental activities). For these trackers, it would be especially challenging for a regulator to 
conduct an adequate retrospective review of each item simultaneously. l8 

A contradiction seemingly exists between the criterion that trackers should apply only to 
those costs beyond the control of a utility and the assertion that the modified incentives caused 
by trackers can lead to inflated costs. One response is that a utility has at least some control over 
most of its costs. Except for certain taxes and some other cost items, the actions of utility 

l5  One example is when a tracker for new capital expenditures creates an incentive for a 
utility to shift labor costs from maintenance to capital projects. In this instance, the utility can 
schedule employees to work on the capital projects, and maintenance is delayed. The utility 
consequently reduces its maintenance costs and thereby keep the savings, and increase its capital 
expenditures, which it recovers through the tracker. I thank Michael McFadden for this example. 

l6 1 thank Adam Pollock for this insight. 

l7 Many regulatory experts view retrospective reviews as dissuading a utility from poor 
decisions with the threat of a penalty-for example, making the utility more diligent and careful 
in its planning and procurement. Given asymmetric information, where a utility knows more 
about its operations and market supply/demand conditions than the commission, some analysts 
characterize retrospective views as a second-best mechanism to market-like incentives. For most 
gas utilities, the strong incentives for controlling purchased gas costs derive mainly from the 
time lag between the incurrence of a cost and its recovery from retail customers, and regulatory 
prudence reviews where, for example, abnormal costs attract special attention and a review. 

I thank Joseph Rogers for this insight. 18 
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management can affect costs. Even for fuel or purchased gas, utility management’s actions can 
affect their total costs. Although for the most part the marketplace determines the price paid for 
these items, utilities can negotiate prices under long-term contracts and decide on the mix and 
sources of different fuels and purchased gas.” 

Commissions also tend to avoid cost recovery that results in radical price volatility to 
utility customers. Such a policy could preclude monthly price adjustments from changes in fuel 
costs or purchased gas costs. It also might result in a phase-in of the construction costs of a new 
base-load-generating facility. 

111. Utilities’ Perspective on Cost Trackers 

Under traditional ratemaking, the utility recovers all costs after a rate case review. It 
requires no commission activity between rate cases. Traditional ratemaking provides base rates 
based on the test year. A commission relies heavily on cost-of-service studies to determine base 
rates. Base rates have two characteristics: (1) a commission sets them in a formal rate case, and 
(2) they remain fixed until the utility files a new rate case and the commission makes a 
subsequent decision. The costs represent those calculated for a designated test year and exclude 
those costs recovered in trackers and other mechanisms. No matter how much the actual utility’s 
costs and revenues deviate from their test-year levels, rates remain fixed until the commission 
approves new ones in a subsequent rate case. The exception is when a commission allows for 
interim rate relief under highly abnormal conditions that jeopardize a utility’s financial 
condition. 

Utilities have argued that a more dynamic market environment, characterized by the 
increased unpredictability and volatility of certain costs, justifies the recovery of certain costs 
through a tracker rather than in base rates.20 Utilities have also asserted that the static nature of 
the “test year” sometimes denies them a reasonable opportunity to earn their authorized rate of 
return. They contend that cost trackers advance the ratemaking goals by matching revenues to 
actual costs. 

In contrast to base rates, cost trackers offer a utility the advantages of: (1) shortening the 
time lag between the incurrence of a cost and its recovery in rates (i.e., curtailing regulatory lag), 

l9 A utility, for example, might be lax in finding the best deals for gas supplies, in 
applying more resources by employing more highly qualified staff, or in acquiring superior 
market intelligence. See, for example, Ken Costello, Gas Supply Planning and Procurement: A 
Comprehensive Regulato y Approach, NRRI 08-07, June 2008, at 
hnp://nrri.orrrl~ubs/easlGas Supplv Planning and Procurement iun08-07.pdf. 

2o See, for example, Russell A. Feingold, “Rethinking Natural Gas Utility Rate Design: 
A Framework for Change,” presented at the American Gas Foundation Executive Forum, held at 
The Ohio State University, May 23, 2006. 
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(2) increasing cost-recovery certainty:’ and (3) lessening the regulatory scrutiny of its costs. 
Normally, in a rate case a regulator closely reviews the utility’s costs before approving them for 
recovery from customers. Regulators often less rigorously scrutinize a utility’s costs when 
recovered through a tracker.22 Overall, cost trackers lower a utility’s financial risk by stabilizing 
its earnings and cash flow. 

Utilities increasingly have asked their state public utility commissions to depart from 
traditional regulation by approving new cost-recovery mechanisms for different business 
activities. Some gas utilities want to expand the scope of their PGA clauses to include a wider 
array of costs. Current cost trackers in the natural gas sector, other than those for purchased gas 
costs, apply to functions including pipeline integrity management, pipeline replacement costs 
(e.g., accelerated cast iron main replacement program), bad debt, energy-efficiency costs, general 
infrastructure costs, manufactured gas plant remediation, stranded restructuring costs, property 
taxes, post-retirement employee benefits, and environmental costs. 

IV. Regulatory Rationales for Cost Trackers 

A. “Extraordinary circumstances” 

State commissions have traditionally approved cost trackers only under “extraordinary 
circumstances.’’ Commissions recognize the special treatment given to costs recovered by a 
tracker; they consider cost trackers an exception to the general rule for cost recovery. This view 
places the burden on a utility to demonstrate why certain costs require special treatment. 

The “extraordinary circumstances’’ justifying most of the cost trackers that commissions 
have historically approved have been for costs that are: (1) largely outside the control of a 
utility, (2) unpredictable and volatile,23 and (3) substantial and recurring. Historically, 
commissions required that all three conditions exist if a utility wanted to have costs recovered 
through a tracker. Fuel costs were a good candidate because of their influence by factors beyond 

~~ 

21 Between rate cases, for example, a utility might incur costs unanticipated by the test- 
year calculation and thus not recovered from its customers. 

22 The regulator, for example, might have less time to review these costs or just might 
consider them too unimportant to warrant a separate review. Another explanation might be that 
rate cases are transparent and well-publicized, putting pressure on regulators to closely review all 
aspects of a rate case filing. These reasons are just the author’s speculations. A pertinent 
research question is whether this hypothesis has validity. 

23 Even if the forecast of a cost item is highly accurate in the long run, it can fluctuate 
widely in the short run, causing possible serious cash-flow problems for the utility. The utility 
might then have to purchase short-term debt and other financing. The author thanks Carl 
Peterson for this insight. 
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the control of a utility, their volatility, and their large size. Commissions recently have approved 
cost trackers when not meeting all three conditions, especially the third (substantial and recurring 
Costs).24 

The last “extraordinary circumstance,” substantial and recurring costs, greatly restricts 
the costs eligible for cost tracker recovery. Differences between their test year and actual cost 
can have a material effect on a utility’s rate of return. Legal precedent dictates that regulators 
must set reasonable rates that allow a prudent utility to operate successfully, maintain its 
financial integrity, attract capital, and compensate its investors commensurate with the risks 
involved.25 A utility should recover revenues in excess of its operating expenses to provide a 
“fair return” to investors. Businesses including utilities need to earn a profit to compensate 
investors for business, financial, and other risks.26 

Some state commissions have softened or ignored the “substantial and recurring” 
component of the “extraordinary circumstances” standard. Bad debt, the subject of recent cost 
trackers, features financial effects that are typically not substantial. Utilities have contended that 
the unpredictability of this cost makes it difficult to incorporate it accurately into the base rate. 
Yet, even if this assertion is true, it is questionable whether any bad-debt cost unaccounted for in 
the test year would inflict substantial financial harm on a typical utility.27 

~~ 

24 Commissions’ rulings seem to reflect the view that regulators have much discretion in 
approving cost trackers as long as these actions reflect reasonable ratemaking given the facts and 
circumstances. 

25 The U.S. Supreme Court outlined these conditions in its 1944 order for FPC v. Hope 
Natural Gas Co., 320 U.S. 591, 605 (1944). 

26 The return on equity for a utility corresponds to the term “normal profits.” Both terms 
involve the cost a utility incurs to attract funds from investors.26 Let us assume that utility 
performance should replicate the performance of competitive firms where firms receive normal 
profits in the long run. A utility would, therefore, earn a return that is reasonable but not 
excessive. A reasonable return should allow the utility to maintain its credit quality and attract 
needed capital on reasonable terms, but do no more. Commissions usually consider a rate of 
return within a “zone of reasonableness” as sufficient but not excessive. They do not guarantee 
that the utility will earn within this zone; they merely give the utility the opportunity if it 
performs efficiently and economically. 

27 The outcome would vary across utilities and by period. Especially in bad economic 
times in conjunction with high energy prices, bad debt can quickly soar, making test-year 
estimates grossly inaccurate. “Substantial financial harm” has no definitive meaning. It can 
refer to a situation where a utility has difficulties in raising funds for new investments or faces 
severe cash flow problems. Such situations can harm customers in the long run, for example, by 
reducing service reliability and diminishing the utility’s credit quality, which in turn can lead to 
the utility having a higher cost of capital. A tracker for bad debt can also affect how the utility 
responds to customers who are behind in their payments. It can, for example, make the utility 
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B. “Severe financial consequences” 

Historically, commissions have approved cost trackers to avoid the possibility of a utility 
suffering a serious financial problem because of cost increases unforeseen at the time of the last 
rate case.28 Justification for cost trackers is, therefore, greater when a commission relies on a 
historical test year that does not recognize the volatility of certain costs or their upward trend 
over time. Let us assume that a certain operating cost has trended upward (e.g., 2 percent per 
year) over the past several years. Let us also assume that the commission allows only a historical 
test year. In this example the utility is likely to under-recover this particular cost. What effect 
this outcome would have on the utility’s overall rate of return depends on the magnitude of any 
cost increase relative to the utility’s earnings and whether other costs fell while rates were in 
effect. 

Commissions do not expect utilities to earn the authorized rate of return during each 
future period over which new prices are in effect.29 Commissions implicitly impute a risk 
premium in the authorized rate of return, partially to account for the earnings volatility from 
fluctuations in costs or revenues from the test year. Trackers affect what is called “business 
risk.” Business risk refers to the uncertainty linked to the operating cash flows of a business. 
Business risk is multi-dimensional, inclusive of sales, cost, and operating risks. In the Capital 
Asset Pricing Model (CAPM), for example, the lower the utility’s expected earnings volatility, 
the lower the measure of the utility’s risk relative to the market portfolio (Le., “beta”). Because 

more lax in its credit policies, which could result in fewer service disconnections, especially for 
low-income households. In the absence of a tracker, the utility presumably would intensify its 
efforts to collect money owed by delinquent customers. I thank Michael McFadden for this 
insight. 

28 See, for example, Paul L. Joskow, “Inflation and Environmental Concern: Structural 
Changes in the Process of Public Utility Regulation,” Journal of Law and Economics, Vol. 17 
(1974): 291-327. A premise behind the wide acceptance of fuel adjustment clauses was that 
because electric utilities were not responsible for the escalation of fuel costs, commissions 
should not hold them accountable. Virtually all electric utilities in the 1970s experienced an 
unprecedented rise in fuel costs, for example, inferring an exogenous event beyond the control of 
any single utility. Prior to this time, even though FACs were common but fuel prices were much 
more stable, commissions generally associated changes in the utility’s rate of return between rate 
cases with utility-management performance. A lower rate of return reflected poor performance 
and a higher rate of return superior performance. (A 1974 study found that 42 out of 5 1 
jurisdictions had some form of fuel adjustment clause. See National Economic Research 
Associates, “The Fuel Adjustment Clause: A Survey of Criticism, Justifications, and Its 
Applications in the Various Jurisdictions,” 1974.) 

29 This statement supports the contention that commissions do not intend the prices they 
set in a rate case to reflect the utility’s actual cost of service for each future year. Commissions, 
however, judge that the prices they set will allow the utility an opportunity (i.e., a reasonable 
chance) to earn its authorized rate of return or some return close to the authorized level. 
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trackers reduce a utility’s business risk, a regulator might want to consider revising downward 
the risk premium of a utility with additional cost trackers or a revenue-decoupling tracker, 
resulting in a lower return on equity. 

If a commission wants to guarantee that the utility will recover its authorized earnings, it 
would favor a rate design that allows the utility to recover all of its fixed costs in a monthly 
service charge or a customer charge.30 Since generally commissions do not, they implicitly 
recognize the positive incentive effect from allowing a utility’s actual rate of return to deviate 
from the authorized level. Commissions also know that if a utility is continuously earning below 
its authorized rate of return, the utility has the right to file a general rate increase. 

The previous discussion explains why most regulators have favored adjusting rates 
between rate cases only when such adjustments avoid serious financial situations for utilities, If 
a commission wanted to assure the utility that it will always earn its authorized rate of return, it 
would allow the utility to recover all of its actual costs through  tracker^.^' Commissions 
generally do not allow the tracking of all costs because of incentive and other problems, which 
this paper discusses in Section 1I.B. 

C. An illustration: FACs and PGAs 

The wide popularity of FACs and PGAs among utilities and most commissions reflects 
the perception that these mechanisms are necessary to prevent a utility from earning a rate of 
return substantially below what was authorized. This perception stems from the magnitude of 
fuel and purchased gas costs relative to a utility’s earnings. Other categories of costs, such as 
bad debt, are much smaller in size and therefore have smaller earnings consequences. 

Until fuel costs started to fluctuate sharply in the 1970s, some energy utilities had to 
operate without the ability to adjust prices outside a rate case.32 These utilities shouldered the 
risks of events between rate cases, but they also retained any high returns from favorable 
happenings. Prior to around 1970, for example, many electric utilities earned rates of return that 
were much higher than the authorized levels because of technological improvements, high sales 
growth, and economies of scale, in addition to the acquiescence of  commission^.^^ 

30 Such a rate design would not guarantee the utility earning its authorized rate of return, 
as unexpected variable costs would cause the utility’s earnings to decline. 

31 This recovery would include fixed costs the commission found prudent in the last rate 
case. Guarantee of full recovery of all costs would also require a revenue tracker such as 
revenue decoupling, assuming that the utility recovers some of its fixed costs in the volumetric or 
commodity charge. 

32 The genesis for these dramatic fuel-cost increases was the Oil Embargo by OPEC and 
the other Persian Gulf troubles of the 3 970s. 

33 Although most state commissions had authority to initiate proceedings to reduce rates, 
few chose to exercise it. 
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Not surprisingly, virtually all state commissions believed that trackers for large items 
such as fuel costs and purchased gas costs were necessary to prevent inordinate rate-of-return 
fluctuations. Implicit in this belief is the view that the burden on utility shareholders would 
otherwise be onerous. This factor overwhelmed the arguments against trackers. The major 
objective of FACs and PGAs, implanted during that era, was to shield the utility’s earnings from 
commodity price volatility. Both debt and equity investors favor these mechanisms in reducing 
the riskiness of a utility’s earnings and cash flow. 

V. Two Extreme States of the World: Several and No Cost Trackers 

A. A hodgepodge of cost trackers, or a single rate-of-return tracker 

If a commission wants a utility always to earn close to its authorized rate of return, it 
would favor rate adjustments between rate cases for both: (1) actual costs deviating from test- 
year costs, and (2) actual revenues deviating from test-year revenues. This outcome would 
require cost trackers covering all of the utility’s costs in addition to a revenue decoupling 
mechanism. (The revenue decoupling mechanism would allow the utility to recover all fixed 
costs that the commission approved for recovery in the last rate case.) 

Putting the utility’s future on “autopilot” seems like a reasonable course of action if 
financial stability is the prime regulatory objective. Considering incentive problems and 
excessive risk-shifting to customers, this option comes across as much less appealing. 

An earnings-sharing mechanism (ESM), which consolidates different cost and revenue 
trackers, is one ratemaking procedure for stabilizing a utility’s rate of return between rate cases. 
Under this mechanism, the utility adjusts its rates periodically (e.g., annually) when its actual 
return on equity falls outside some specified band. As an illustration, if the band encompasses a 
10 to 14 percent rate of return on equity (with 12 percent as the utility’s authorized rate of return 
established in the last rate case) when the actual return is 9 percent, the utility could adjust its 
rates upward to increase its return to, or bring it closer to, 10 percent.34 

An ESM helps to stabilize a utility’s rate of return without a full-scale rate case review. 
Earnings sharing should reduce the frequency of future rate cases and allow adjusted rates to 
reflect recent market developments, including those affecting a utility’s Compared to 

34 The band implicitly reflects the range for the return on equity that the regulator deems 
both adequate to keep the utility from financial jeopardy and not so excessive as to be exorbitant. 
The interpretation of these financial conditions is subjective and open to debate. 

35 Under traditional ratemaking, reducing the frequency of rate cases might allow the 
utility to over-earn by a substantial amount because of the multi-year accumulation of higher- 
than-expected sales or lower-than-expected costs, or both. Commissions probably are not so 
concerned when the utility over-earns for a one- or two-year period, but would be when it over- 
earns by a “significant” amount over several consecutive years. This reaction would be more 
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traditional ratemaking, where rates remain fixed between rate cases, ESM weakens regulatory 
lag and thereby reduces the incentive of a utility to control its costs between rate cases.36 A 
commission can lessen this problem by requiring the utility to demonstrate its prudence and offer 
reasons why specific cost items were higher than their test-year levels.37 

In sum, an ESM would trigger a price adjustment between rate cases only when the 
aggregation of revenue and cost departures from test-year levels cause the utility’s rate of return 
to fall outside a specified “band” region. An ESM takes into account the overall profitability of a 
utility. It assumes the role of a rate-of-return tracker that, in effect, amalgamates different cost 
trackers into a single cost-recovery mechanism. 

The ESM differs from conventional trackers, which account for specific costs or 
functions in isolation from the utility’s overall financial position. Trackers’ focus on an 
individual cost categories can cause utilities to delay coming in for rate cases, with the utility 
earning an “excessively” high rate of return in the interim. Let us assume that the commission 
has approved a tracker for new infrastructure expenditures. The new infrastructure expects to 
lower the utility’s maintenance and other operating costs. If the last rate case did not recognize 
these lower operating costs, the utility’s rate of return would be higher, yet because of the 
tracker, the utility suffers no interim financial losses from incurring infrastructure expenditures. 

acute if the commission believes that fortuitous cirscumstances, rather than superior utility 
management, caused the high earnings. 

36 This incentive problem exists only when the utility is outside the “band” region and 
the mechanism requires sharing of “excessive “or “deficient” earnings with customers. This fact 
suggests a wide “band,” as the utility operating within the “band” would have “high-powered” 
incentives to manage costs because it retains all the economic gains. 

37 The incentive problem would be less pronounced compared to a conventional cost 
tracker. As long as the utility’s rate of return is within the “band” region, it has a similar 
incentive for cost control as it would between rate cases with fixed prices. (The word “similar” 
is used because if the “band region” is wide enough, it could defer the next rate case to either 
increase or decrease rates. This deferral would further strengthen the incentive of the utility to 
control costs.) Outside the “band” region, the utility’s incentive depends upon whether ESM 
requires the sharing of high or low rates of return between the utility and its customers. Assume, 
for example, that the “band” region is a 10 to 14 percent rate of return on equity. During the 
year, the utility earns 15 percent; if the utility has to split the difference between the higher 
boundary of the “band” region and the actual rate of return by adjusting its prices down, in the 
example the utility would realize a 14.5 percent rate of return. We assume that the mechanism is 
symmetrical, so if the utility earns below the lower boundary of the “band” region, say, a 9 
percent rate of return, it can adjust prices up to realize a rate of return closer to the lower 
boundary. This sharing arrangement means that if the utility allows its costs to rise, it either 
suffers the full consequence (when it operates within the ‘band” region) or the partial 
consequence (when it operates outside). The latter condition creates an incentive problem 
relative to traditional ratemaking with regulatory lag and fixed prices between rate cases. 
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On net, the utility benefits and its customers immediately pay for the infrastructure costs without 
benefiting from the lower operating costs (at least until new rates reflect the lower costs). Such 
an outcome would violate any common meaning of “fairness” and seriously calls into question 
the merits of using a single-function tracker without readjusting rates for the effect on a utility’s 
other functional areas.38 This dynamic suggests that commissions implementing trackers should 
require their utilities to file rate cases on predetermined intervals. 

B. No cost trackers 

Under the traditional approach to ratemaking, a utility cannot adjust its rates outside a 
rate case. No matter what happens to a utility’s costs or revenues between rate cases, rates 
remain fixed. Let us assume that a utility’s costs and revenues are volatile and difficult to 
predict. The utility’s rate of return can then deviate substantially (on the upside or downside) 
from the authorized level. 

It is one thing to prohibit trackers for costs that are substantial, volatile and 
unpredictable, and generally beyond the control of a utility; it is another to reject trackers for 
costs that lack one or more of these features. Good regulatorypolicy rejects cost trackers that 
are not essential for protecting a utilityj-om a direJinancia1 situation. The utility, in justifying 
a cost tracker, should present the regulator with credible information showing that a nontrivial 
probability exists that the cost item under review will rise sufficiently above the test-year level to 
place the utility in financial jeopardy.39 This showing is more likely when the regulator uses a 
historical test year and the cost item recently has exhibited an upward trend or substantial 
vo~at i l i ty .~~ 

Another conceivable justification for a cost tracker is that it transmits better price signals 
to a utility’s customers. Prices would correspond closer to a utility’s actual costs and thus 
improve economic efficiency. For economic efficiency, customers should see costs reflected in 
their rates, such that they consume less when costs are higher. The validity of this argument for 

38 Such a non-uniform treatment of costs could also cause perverse incentives. A utility, 
for example, might overspend on infrastructure structures to receive the gains from lower 
operating or other costs that the utility retains for itself until the next rate case. 

39 The term “financial jeopardy” has different interpretations. This state, no matter how 
it is defined, has the potential to harm customers as well as the utility shareholders. It could 
cause the deferment of needed capital investments to maintain reliable service, lowering of the 
utility’s credit rating, and an increase in the utility’s cost of capital. The time period over which 
these effects would cause injury to utility shareholders generally would be more immediate than 
the injury to customers. 

40 A future test year might not improve matters much if the cost item is inherently 
difficult to predict with any forecast and therefore susceptible to large error. 
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a cost tracker also depends upon the magnitude and nature of the costs in~olved.~’ This outcome 
assumes that a tracker involves a variable cost such as fuel or purchased gas costs. When a 
tracker relates to a fixed cost (e.g., infrastructure costs), the argument turns more to the 
“fairness” of a cost-recovery mechanism to the utility. Is a tracker justified because test-year 
cost calculations expose the utility to potentially high financial risk from unanticipated costs that 
fall primarily outside the control of a utility? 

VI. Putting It All Together 

Cost trackers have both positive and negative features that regulators must evaluate.42 In 
reaching a decision, the regulator needs to weigh these features to determine what is in the public 
interest based on how they shift risks, ensure cost recovery, and affect incentives. The main 
challenge for regulators is to evaluate whether the positives outweigh the negatives to justify a 
cost tracker.43 

A. The positive side of cost trackers 

The primary benefit of cost trackers, as discussed earlier in this paper, is that they reduce 
the likelihood that a utility will encounter serious financial problems. If test-year costs fail to 
reflect accurate projections of a utility’s actual cost for future periods, then the utility’s earnings 
can deviate substantially from what a commission approved in the last rate case. Some cost 
items are difficult to project, as they exhibit high volatility and depend on different variables that 
by themselves are uncertain. 

By reducing regulatory lag and the likelihood of prudence reviews, cost trackers can 
lower a utility’s risk and thus increase its access to capital. The utility could then have a higher 
credit rating that, in turn, could lower the cost of financing capital pr0jects.4~ 

41 Distortive price signals can relate to the difference between the utility’s short-run 
marginal cost and the marginal price charge to customers in consuming more electricity or 
natural gas. 

42 For a thorough and excellent discussion of the advantages and disadvantages of cost 
trackers, with a focus on fuel adjustment clauses, see Michael Schmidt, Automatic Adjustment 
Clauses: Theory and Applications (East Lansing, MI: Michigan State University Press, 1981). 

43 For an analysis of similar issues faced by regulators in evaluating different ratemaking 
mechanisms in general, see Ken Costello, Decision-Making Strategies for Assessing Ratemaking 
Methods: The Case of Natural Gas, NRRI 07-1 0, September 2007, at http://nrri.0r~/pubs/n,as/07- 
01 .pdf. 

44 This argument is similar to the one used to support including construction work in 
progress (CWIP) in rate base for electricity transmission. 
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Cost trackers also coincide with the regulatory objective of setting prices based on the 
actual cost of service. This condition transmits the right price signal to customers deciding how 
much of the utility’s services to consume.45 

The development of infrastructure such as the smart grid or other new technology costs 
might warrant that commissions consider cost-recovery mechanisms such as a cost tracker to 
guarantee minimum cash flow for a utility. Investors might otherwise perceive excessive 
regulatory risks that preclude committing funding to a utility!6 A cost tracker in this instance 
also might cut down on the frequency of future rate cases. Regulators in the future might want to 
explore less traditional ways for utilities to recover their costs for new technologies with 
inherently high operational and financial uncertainties. 

As a final benefit, cost trackers can reduce regulatory and utility costs by reducing the 
number of future rate cases. Rate cases absorb substantial staff resources and time, diverting 
those scarce resources from other commission activities. Yet it is doubtful that many of the 
recently proposed trackers involving non-major cost items would have any effect on the timing 
of future rate cases. Another comment is that the costs associated with serious and continuing 
audits and the monitoring of costs recovered through a tracker could require substantial 
resources, either in the form of commission staff or outside consultants. 

B. The negative side of cost trackers: the case for traditional ratemaking as a 
default policy or earnings sharing as a preferred alternative 

Cost trackers can reduce utility efficiency, as  described above. “Just and reasonable” 
rates require that customers do not pay for costs the utility could have avoided with efficient or 
prudent management. Regulation attempts to protect customers from excessive utility costs by 
scrutinizing a utility’s costs in a rate case, conducting a retrospective review of costs, applying 
performance-based incentives, and instituting regulatory lag. Cost trackers diminish one or more 
of these regulatory activities. In some instances, they diminish all of them. The consequence is 
the increased likelihood that customers will pay for excessive utility costs. 

45 One issue that has emerged in states where trackers have become a major method for 
cost recovery relates to the allocation of those costs across customer classes. Cost allocation 
determines the actual prices that different customers pay for utility service. 

46 One alternative to reducing regulatory risk through trackers would be for a 
commission to articulate in a policy statement or other document that it would not apply 20-20 
hindsight to determine the cost recovery of new investments. A commission can express, for 
example, that it will not subject specific utility decisions to prudence reviews. One method of 
doing so is providing pre-approval for projects before they enter service. For a more detailed 
discussion of pre-approval mechanisms, see Scott Hempling and Scott Strauss, Pre-Approval 
Commitments: When And Under What Conditions Should Regulators Commit Ratepayer Dollars 
to Utility-Proposed Capital Projects? NRRI 08-12, November 2008, at 
http://nrri.orgLr/pubs/electricitv/nrri preapproval commitments 08- I 2.pdf‘. 
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This paper recommends that regulators approve cost trackers only in special situations 
where the utility would have to show that alternate cost-recovery mechanisms could cause 
extreme financial problems. This showing requires utilities to provide a distribution of possible 
cost futures and an assessment of their likelihood. If a certain cost item has high volatility and 
unpredictability, represents a large component of the utility’s revenue requirement and is 
recurring, and is generally beyond a utility’s costs, it becomes a candidate for “tracker” recovery. 

Even then, the regulator should consider the adverse incentive effects and how he or she 
can compensate for this problem.47 Regulators should condition any approval of a cost tracker 
on the utility’s filing information on its performance for those functional areas directly or 
indirectly affected by the tracker. For example, has the FAC caused a utility to spend less money 
on plant maintenance costs, jeopardizing reliability and inflating total utility costs because of 
higher avoidable fuel costs? These conditions can harm the utility’s customers in the long run. 

No other rationale merits departing from cost recovery through rate cases. This limited 
application of cost trackers provides the benefits of: 

1. 

2. 

3. 

4. 

using the same cost-recovery mechanisms for all utility functions to prevent perverse 
incentives (perverse incentives can lead to a higher cost of service and utility rates); 

balancing a utility’s total costs and total revenues (without this balancing, it is 
conceivable that the utility could recover one cost item through a tracker and over- 
recover other costs set in the last rate case to result in the utility earning above its 
authorized rate of return); a rate case has the attractive feature of matching revenue 
with costs on an aggregate basis; 

retaining sufficient regulatory lag to provide the utility with more motivation to 
control costs (regulatory lag is an important feature of traditional ratemaking in 
forcing the utility to shoulder the risk of higher costs between rate cases); and 

scrutinizing a utility’s costs and performance in different areas of operation 
(commissions review costs more rigorously in a rate case setting, decreasing the 
likelihood that customers will recover a utility’s imprudent 

47 The commission can monitor the utility’s performance or include a performance-based 
incentive component in the tracker mechanism. See the NRRI study cited in footnote 8 for a 
description and analysis of incentive-based gas procurement mechanisms. 

48 In theory, a commission can expend the same resources and effort toward inspecting a 
utility’s costs recovered through a tracker as it does for costs determined in a rate case. In 
practice, however, the author shares the widely held view that commissions and non-utility 
parties devote fewer resources to this task for costs recovered through a tracker. Confirmation of 
this view would require a systematic study that would compare, among other things, the 
resources expended by the commission and non-utility stakeholders per dollar recovered under 
trackers and in a rate case. 
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The earlier discussion points to the advantages of replacing cost trackers (excluding fuel 
and purchased gas cost trackers) with a single rate-of-return tracker in the form of an earnings- 
sharing mechanism. This alternative overcomes some of the problems with cost trackers, namely 
perverse incentives and weak incentives for cost control, the mismatching of a utility’s total 
costs and revenues, and inadequate regulatory oversight of costs.49 An earnings-sharing 
mechanism is also able to achieve the major objective of cost trackers, namely preventing 
utilities from suffering serious financial problems between rate cases. 

A single rate-of-return tracker can also address the “fairness” issue of why a utility 
should not recover from customers a cost increase (e.g., property taxes) between rate cases that is 
completely beyond its control. This mechanism would, in effect, allow the utility to recover the 
increased costs, but only if it was already earning a “low” rate of return (Le., a return below the 
“band” region discussed above). One major problem with cost trackers is that they allow a 
utility to increase its prices even if the utility is already earning a higher-than-authorized rate of 
return (or beyond the “zone of reasonableness” set in the last rate case). A commission would 
not allow this outcome under traditional regulation. 

VII. Questions Regulators Should Ask 

This paper discusses the major issues regulators face in evaluating cost trackers. Well- 
informed decisions require regulators to ask certain questions, for which this paper provides 
some introductory responses. The following is a list of the most pertinent questions: 

1. 

2. 

3. 

4. 

5 .  

Does a cost-tracker proposal meet the regulatory test of acceptability? What 
minimum threshold should a regulator set for consideration of a cost tracker? 

What special circumstances exist to warrant cost recovery outside of a rate case? 

What evidence does a utility present showing that the absence of a tracker for a 
particular cost could place it in financial jeopardy? 

In addition to cost trackers, what other cost-recovery mechanisms can regulators rely 
on to allow a utility to recover substantial unexpected costs between rate cases? What 
are the public-interest effects of these mechanisms relative to cost trackers? 

What advantages does a cost tracker offer? What are its disadvantages? 

49 Regulators can overcome some of these problems. They can, for example, require that 
a utility with cost trackers file a rate case no less often than every three years or however often 
frequency regulators consider appropriate. Regulators can also require prudence reviews of 
utility activities associated with trackers on a regular basis. I thank Michael McFadden for these 
insights. 
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How should regulators weigh the downsides of cost trackers relative to the upsides? 
How important are adverse incentive effects relative to the value of stabilizing a 
utility’s rate of return? 

How should a regulator account for the net-cost effects of a new investment (e.g., 
capital costs less savings in operating costs) for which the utility wants cost recovery 
through a tracker? 

How would the accumulation of cost trackers for a utility motivate the utility to take 
risks and improve its overall cost performance? 

If a cost tracker is justified, how can regulators structure it to mitigate potential 
problems such as weakened incentives for cost control? 

10. What conditions should a regulator attach to the approval of a cost tracker? 

a. Should it require the utility to report on its cost performance in functional areas 
directly and indirectly affected by the tracker? 

b. Should the regulator also require that all costs recovered through trackers be 
subject to a thorough prudence review? 

c. Should the regulator reduce the utility’s return on equity to account for the lower 
risk resulting from the tracker? 

19 



Leland R Snook 
Director 
State Regulation & Pricing 

January 30,2009 

Mr. Ernest Johnson 
Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
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Td. 602-250-3730 Mail Siation 9708 
F ~ x  602-2!50-3003 PO Box 53999 
m a i l  Leland.Snook@aps.com Phoenb, Arizona 85072-3999 

Phoenix, Arizona 85007 

RE: 

Dear Mr. Johnson: 

DECEMBER 2008 POWER SUPPLY ADJUSTOR REPORT 

Section 8 of the Power Supply Adjustor ('PSA") Plan of Administration ("POA") approved in Decision No. 69663 
states that 

'APS shall provide monthly reports to Staffs Compliance Section and to the Residential Utility Consumer 
Office detailing all calculations related to the PSA An APS Principal officer, as listed in the Company's 
annual report filed with the Commission's Corporation Division, shall certify under oath that all information 
provided in the reports itemized below is true and accurate to the best of his w her information and belief. 
These monthly reports shall be due within 30 days of the end of the reporting period." 

Arizona Public Service Company CAPS") is submitting the December 2008 Power Supply Adjustor report. 
Additionally, W S  is submitting the signed officer certification from Mr. James  R. Haffield, A P S s  Senior Vice- 
President and Chief Financial Officer. 

The Company has  also included Schedule 11 as a summary of the monthly calculations, submitted to date, to help 
summarize all of the accounts. 

If you should have any questions regarding the information contained herein, please call Mr. David Rumolo a t  602- 
250-3933. 

Sincerely, 

W 
Leland R. Snook 

Attachments 

Cc: BrianBono 
Stephen Aheam 
Barbara Keene 

mailto:Leland.Snook@aps.com
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CEXTIFICATION BY A P S  
OF 

MONTHLY PSA REPORTS 

Pursuant to Decision No. 69663 (June 28,2007) and the P Q W ~  Supply Adjustor Plan of 
Administration (Jdy 30,2003, I certify that to the best of my knowledge and based on 
the infoxmation made available to me, the attached Monthly PSAReport is complete and 
accurate in al l  material respects. 

Date: January30,2009 
h 

Qw R. 
Jad& R Hatfield 
Senior Vice President and Chief Financial Officer. 



Leland R. Snook 
Director 
State Regulation & Pricing 

January 29,201 0 

Mr. Steve Olea 
Utilities Division 

Tel. 602-250-3730 Mail Stafion 9708 

e-mail Leland.Snook@aps.com Phoenix, Arizona 85072-3999 
PO Box 53999 Fax 602-250-3003 

JAN 2 9 21410 Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 86007 

RE: DECEMBER 2009 POWER SUPPLY ADJUSTOR REPORT, 

Dear Mr. Olea: 

Section 8 of the Power Supply Adjustor (“PSA“) Plan of Administration (”POA”) approved in Decision No. 69663 
states that: 

“APS shall provide monthly reports to Staffs Compliance Section and to the Residential Utility Consumer 
Office detailing all calculations related to the PSA. An APS Principal Officer, as listed in the Company’s 
annual report filed witb the Commission’s Corporation Division, shall certify under oath that all information 
provided in the reports itemized below is true and accurate to the best of his or her information and belief. 
These monthly reports shall be due within 30 days of the end of the reporting period.” 

.. . 
Arizona Public Service Company (“APS”) is submitting the December 2009 Power Supply Adjustor report. The 
January 1, 2010 PSA rates included in the Schedules correspond 30 the PSA rates adopted by the Commission 
with the Rate Settlement approved in Decision 71448. Additionally, APS is submitting the signed officer’ 
certification from ,Mr. James R. Hatfield, APS’s Senior Vice-president and Chief Financial Officer. 

The Company has also included Schedule 11 as a summary of the monthly calculations, submitted to date, to help 
summarize all of the accounts. 

If you should have any questions regarding the information contained herein, please David Rumolo at 
(602)250-3933. 

Sincerely, 

d‘- Leland R. Snook 

LS/Sl 

Attachments 

cc: Brian B o z o  
Jodi Jerich 
Barbara Keene 

mailto:Leland.Snook@aps.com
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CERTIFICATION BY A P S  
OF 

MONTHLY PSA REPORTS 

Pursuant to Decision No. 69663 (June 28,2007) and the Power Supply Adjustor Plan of 
Administration (July 30,2007), I certify that to the best of my knowledge and based on 
the information made available to me, the attached Monthly PSA Report is complete and 
accurate in all material respects. 

n 

Date: January 29,2010 

Jam& R. Hatfield 
Senior Vice-president and Chief Financial Officer 
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Mail Station 9708 
PO Box 53999 
Phoenix, Arizona 85072-3999 

Susan Casady 
Regulatory Programs Leader 
State Regulation 

Tel. 602-250-2709 

e-mail Susan.Casady@aps.com 
Fax 602-250-3003 

January 28,201 1 

Mr. Steve Olea 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

RE: Arizona Public Service Company December 2010 Power Supply Adjustor Report 
Docket No. E-01345A-05-0816, E-0 134514-05-0826, & E-01345A-05-0827 
Decision No. 69663 

Section 8 of the Power Supply Adjustor (“PSA”) Plan of Administration (“POA”) approved in 
Decision No. 69663 states that: 

“ A P S  shall provide monthly reports to Staffs Compliance Section and to the Residential Utility 
Consumer Office detailing all calculations related to the PSA. An A P S  Principal Officer, as 
listed in the Company’s annual report filed with the Commission’s Corporation Division, shall 
certify under oath that all information provided in the reports itemized below is true and accurate 
to the best of his or her information and belief. These monthly reports shall be due within 30 
days of the end of the reporting period.” 

Arizona Public Service Company (“APS’) is submitting the December 2010 Power Supply 
Adjustor report. Additionally, A P S  is submitting the signed officer certification from Mr. Mark 
A. Schiavoni, APS’s  Senior Vice-president, Fossil Generation. The Company has also included 
Schedule 7 (formerly Schedule 11) as a summary of the monthly calculations, submitted to date, 
to help summarize all of the accounts. 

If you should have any questions regarding the information contained herein, please contact 
David Rumolo at (602)250-3933. 

Susan Casady 

SC/sl 
Attachments 

cc: BrianBozzo 
Jodi Jerich 
Barbara Keene 

mailto:Susan.Casady@aps.com
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CERTIFICATION BY A P S  
OF 

MONTHLY PSA REFQRTS 

Pursuant to Decision No. 69663 (June 28,2007) and the Power Supply Adjustor Plan of 
Administration (July 30,2007), I certify that to the best of my knowledge and based on 
the information made available to me, the attached Monthly PSA Report is complete and 
accurate in all material respects. 

Date: January 28,201 1 
n 

Mark A. Schiavoni 
Senior Vice-president, Fossil Generation 
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ARIZONA CORPORATION COMMISSION 
STAFF’S TWENTY SECOND SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 14 ,2011  
DOCKET NO. E-01345A-11-0224 

Staff 22.9: Base cost of fuel. 

a) Please update Attachment PME-3 and PME-4 using current 
information on fuel costs projected for 2012. Please provide 
the updated results in Excel. 

b) Please provide quantifications and workpapers for the items 
in footnotes 1 through 7 on Attachment PME-3: 

1) ISFSI expense 

2) Coal reclamation costs 

3) Fuel costs associated with long-term tolling 
arrangements 

4) Native load head liquidation costs 

5) Fixed capacity contract costs 

6) Above market purchases of renewable that are 
recovered through RES 

7) Generation associated with Company owned facilities 

Response : a) APS is in the process of updating the base fuel and 
purchased power pro forma adjustment and will provide i t  
upon its completion. We anticipate having this update 
available at  the Rate Case Technical Conference on October 
27, 2011. 

b) 
1) Please see PME-WP2, page 1 of 3, for the test year 

amounts of nuclear ISFSI amortization excluded from 
the base fuel rate. 

2) Please see PME-WP2, page 1 of 3, for the test year 
amounts of coal reclamation costs excluded from the 
base fuel rate. 

3) Please see PME-WP5, page 2 of 7, for the amount of 
gas fuel expense associated with long-term tolling 
arrangements included in the base fuel rate. 

4) Please see PME-WP5, page 2 of 7, for the current 
contract cost vs. market value of the native load 
power hedges (labeled YE06  Hedge MTM”) included 
in the base fuel rate. 

Witness: Pete Ewen 
Page 1 of 2 
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ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY SECOND SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 14, 2011 
DOCKET NO. E-01345A-11-0224 

Response to  
Staff 22.9 
continued: 

Please see PME-WP5, page 2 of 7, for the amount of 
fixed capacity contract costs (labeled "Demand Cost" 
or "Demand") included in the base fuel rate. 

Please see PME-WP5, page 2 of 7, for the amount of 
above market purchases of renewable energy that 
are recovered through RES (labeled "Above-Market 
Premiums") included in the base fuel rate. 

Please see APS14923, attached. 

Witness: Pete Ewen 
Page 2 of 2 
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ARIZONA CORPORATION COMMISSION 
STAFF'S THIRTY FIRST SET OF DATA REQUESTS 

REGARDING THE APPLICATION T O  APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

NOVEMBER 4, 2011 
DOCKET NO. E-Ol345A-1.1-0224 

Staff 31.1: Transmission Cost Adiustment (TCAI. 

a) Please confirm that APS has included all costs associated with 
transmission in the ACC jurisdictional cost of service in the 
current base rate revenue requirement determination. I f  this 
cannot be confirmed, explain fully why not, and identify the 
amounts of the transmission cost of service that would need to 
be reflected in the base rate revenue requirement. 

b) Please confirm that APS has treated its proposed modification 
to  the TCA mechanism solely as a rate design issue in the 
current case, such that  (1) if APS' proposed TCA is adopted, 
the remaining ACC jurisdictional base rate revenue 
requirement would be the $2.835 billion shown on Schedule H- 
2, column G; and (2) if the currently existing TCA remains in 
place, the ACC jurisdictional base rate revenue requirement 
would be the $2,964,351,000 amount shown on Schedule H-2, 
column I. I f  this cannot be confirmed, explain fully why not 
and provided the related dollar amounts. 

C) Please confirm that, as reflected in APS' filing, if the existing 
TCA is continued, the ACC jurisdictional base rate revenue 
increase being proposed by APS is the sum of the $95.493 
million on Schedule H-2, column J ,  line 42, and the $129.301 
million on Schedule H-2, column H, line 42. I f  this cannot be 
confirmed, explain fully why not and provide the amount of 
base rate revenue increase sought by APS if  the existing TCA 
remains in place (rather than the revised TCA APS has 
requested). 

d) To the extent that any portions of parts a, b and c, are not 
confirmed by APS, and alternative amounts or results are 
identified in APS' explanations to  those requests, please 
include all related workpapers and Excel files related to such 
alternative amounts and results. 

Response: a) The Cost of Service Study assigns all transmission cost 
components to the "All Other" Column (non-ACC Jurisdiction) 
and equates retail OAlT charges to revenues. The ACC 
jurisdictional OAlT charges are identified in Attachment 
APS14993. 

b) APS confirms both positions. See Attachment APS14993, 

Witness: Zachary 3. Fryer 
Page 1 of 2 
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ARIZONA CORPORATION COMMISSION 
STAFF’S THIRTY FIRST SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

NOVEMBER 4, 2011 
DOCKET NO. E-01345A-11-0224 

Response to c) The ACC jurisdictional base rate revenue increase is $95.493 
Staff 31.1 million. The $129.301 million represents the OATT 
Continued: charges/revenues that  are embedded in present base 

revenues. The inclusion of $129.301 million in base revenues 
results in total revenue of $2,964,351,000. Total revenue of 
$2,964,351,000 results in a base rate revenue increase of 
$95.493 million, no t  the sum of $95.493 million and 
$129.301 million. See Attachment APS14993. 

d) See Attachment APS14993. 

Witness: Zachary 3.  Fryer 
Page 2 of 2 
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ARIZONA CORPORATION COMMISSION 
STAFF‘S T W E N N  EIGHTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
OCTOBER 27, 2011 

Staff 28.1: Service Schedule 1: Referring to Service Schedule - 1 (see 
Attachment CAM-12 Page 2 of 19), please fully explain and provide 
supporting documentation t o  show that the items listed have been 
evaluated in light of the Company’s implementation of AMI. For 
example, Overhead Reconnection Charge is proposed to be $96.50 
per reconnection. Please explain and provide documentation that 
shows that all charges are still appropriate after implementing AMI. 
Please provide an explanation and support for the charges listed for 
all items listed on Service Schedule 1. 

Response : The supporting documentation for the Schedule 1 charges is 
provided as APS14992. This information is the historical 2002 Test 
Year cost information, which supports the current charges, with the 
exception of ‘after hours tr ip charge’ that was approved based on a 
September 30, 2005 Test Year. 

The cost reductions associated with AMI and other cost impacts 
related to  Schedule 1 are included in the test year revenue 
requirements, which are in turn reflected in the Company’s 
proposed base rates. 

Because Schedule 1 revenue is credited against revenue 
requirements in the rate making process, any reductions in 
Schedule 1 charges (and revenue) to reflect AMI  or other cost 
impacts would require an increase in base rates by a like amount, in 
order to recover the test year revenue requirements. 

The supporting documentation for the Schedule 1 charges in the 
2010 Test Year is provided as APS14994. APS is not proposing to 
change any of the Schedule 1 charges in this proceeding. Instead, 
the Company proposes t o  revise them in a future rate case when 
AMI is fully deployed. 

Witness: Charles A. Miessner 
Page 1 of 1 
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BEFORE THE ARIZONA CORPORATION COMMISSION 4 p“‘ 
OMMISSIONERS 
ARY PIERCE- Chairman 
OB STUMP 
4NDRA D. KENNEDY 
4UL NEWMAN 
RENDA BURNS 

4 THE MATTER OF THE APPLICATION OF 
RIZONA PUBLIC SERVICE COMPANY 
OR A HEARING TO DETERMINE THE 
AIR VALUE OF THE UTILITY PROPERTY 
IF THE COMPANY FOR RATEMAKING 
URPOSES, TO FIX A JUST AND 
EASONABLE RATE OF RETURN 
HEREON, TO APPROVE RATE 
CHEDULES DESIGNED TO DEVELOP 
UCH RETURN 

DOCKET NO. E-0 1345A- 1 1-0224 

STAFF’S NOTICE OF FILING ERRATA 

The Utilities Division Staff (“Staff ’) of the Arizona Corporation Commission 

‘Commission”) hereby provides Notice of Filing the following corrections to the Direct Testimony 

f Michael J. McGarry, Sr. filed on November 18, 201 1: Errata Pages 23 and 24 of the Direct 

’estimony and Errata Schedules 1 through 3 of Exhibit MJM-3. Staff Witness McGarry 

nadvertently filed a working draft of Table 1 on page 24 of his Direct Testimony and made several 

ounding errors in his calculations in Schedules 1 through 3 of Exhibit MJM-3. The resulting 

:orrections slightly change the total balance reflected in column (f) of Table 1 (from $14,929 to 

;15,211) and have no impact on the overall conclusions reached by Mr. McGarry. 

RESPECTFULLY SUBMITTED this 1 gfh day of December 20 1 1. 

Charles H. Hains, Attorney 
Janet Wagner, Assistant Chief Counsel 
Scott Hesla, Attorney 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
(602) 542-3402 

. . .  
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24 

25 

26 

27 

28 

3riginal and thirteen (13) copies 
)f &he foregoing filed this 
19 day of December 201 1 with: 

locket Control 
4rizona Corporation Commission 
1200 West Washington Street 
?hoenix, Arizona 85007 

Joxies of the foregoing mailed this 
19 day of December 201 1 to: 

Vleghan H. Grabel 
I'homas L. Mumaw 
Pinnacle We$ Capital Corporation 
$00 North 5 Street, MS 8695 
Phoenix, Arizona 85004 
4ttorneys for Arizona Public Service 
Zompany 

C. Webb Crockett 
Patrick J. Black 
Fennemore Craig, PC 
3003 North Central Avenue, Suite 2600 
Phoenix, Arizona 85012-2913 
Attorneys for Freeport-McMoRan and 
Arizonans for Electric Choice and 
Competition (AECC) 

Daniel W. Pozefsky, Chief Counsel 
Residential Utility Consumer Office 
1 1 10 West Washington, Suite 220 
Phoenix, Arizona 85007 
Attorneys for RUCO 

Michael A. Curtis 
William P. Sullivan 
Melissa A. Parham 
Curtis, Goodwin, Sullivan, 

Udal1 & Schwab, PLC. 
501 East Thomas Road 
Phoenix, Arizona 85012-3205 
Attorneys for the Town of Wickenburg and 
Town of Gilbert 

Timothy M. Hogan 
Arizona Center for Law in the Public Interest 
202 East McDowell Road, Suite 153 
Phoenix, Arizona 85004 
Attorneys for WRA, SWEEP, ASBNAASBO 

Jeff Schlegel 
SWEEP Arizona Representative 
1 167 West Samalayuca Drive 
Tucson, Arizona 85704 

2 

David Berry 
Western Resource Advocates 
Post Office Box 1064 
Scottsdale, Arizona 85252-1064 

Barbara Wyllie-Pecora 
14410 West Gunsight Drive 
Sun City West, Arizona 85375 

Kurt J. Boehm 
Boehm, Kurtz & Lowry 
36 East Seventh Street, Suite 15 IO 
Cincinnati, Ohio 45202 
Attorneys for The Kroger Co. 

Jeffrey W. Crockett, Esq. 
Brownstein Hyatt Farber Schreck LLP 
One East Washington Street, Suite 2400 
Phoenix, Arizona 85004 
Attorneys for Arizona Association of Realtors 

Michael W. Patten 
Roshka DeWulf & Patten, PLC 
One Arizona Center 
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Q 

A. 

Q 
A. 

Q 
A. 

Is this a reasonable amount to assume for incentive purposes to promote prudent fuel 

procurement practices? 

Yes. The roughly $9 million in interest is only half the penalty paid by the Company 

under the 90/10 sharing provision in 2006 and 2008, and only one third the penalty of 

2007. Additionally, in 20 10 under the 90/10 sharing provision, ratepayers were harmed 

by having to give up $14.5 million (10 percent of the Company’s over collection). Had 

my recommended interest incentive been in place, ratepayers would instead have received 

$9 million in interest. 

Have you calculated the impact for a period when there was an under collection? 

Yes. 

What was the result of that analysis? 

Table 1 on the following page shows the impact of my proposed methodology for the 

three years 2008 through 2010. The Forward and Historical Tracking Accounts for 2008 

revealed an under collection balance, while 2009 and 2010 were both years of over 

collection of base fuel costs. Customers would have owed the Company $ l .W142 

million less in 2008 associated with the under collection of base fuel costs. Customers 

would have been paid an additional $4.557673 million and $9.444396 million in 2009 and 

2010, respectively, with the change in interest on the over collections in those two years. 

Based on this illustration using my proposed methodology, customers would have 

benefitted $15.829211 million over the three years. Details of my calculations are 

included as Exhibit-(MJM-3) Schedules 1 (2010), 2 (2008), and 3 (2009). 



1 

2 

3 
4 

5 
6 
7 
8 
9 

10 
11 
12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

Direct Testimony of Mic,,ael 
Docket No. E-0 1345A-11-0224 
Errata Page 24 

Q 

A. 

Q 

A. 

- 

IcGany, 

Table 1: Effect on PSA Balance with Proposed Interest Rates 
Change to 
Collection 

Line No Year Treasury Rate Term Debt Difference ROE Ratepayers 
Federal APS Short- Approved Balance favoring 

(4 (b) (c) (4 (e) (4 
1 2008 3.17% 2.24% -0.0093 10.75% $3+Z 1,142 

2 2009 0.37% 1.09% 0.0072 10.75% $W 4,673 

3 2010 0.45% 0.84% 0.0039 11.0% $N 9,396 

4 Total $w 15,211 

Is your recommendation concerning PSA interest rate being used in any other 

jurisdiction? 

While I do not know how many jurisdictions are using this interest rate structure for their 

fuel cost trackers, I do know that it is being used for utilities with fuel cost trackers in 

Michigan.46 

Please summarize your recommendation involving the change in PSA application of 

interest. 

To reflect more accurately the cost of money and to encourage the Company to minimize 

over collections, the interest applied monthly to PSA over and under collections should be 

done in the following manner: (1) for over collections, the interest rate applied should be 

the greater of the most recently Commission-approved rate of return on equity or the 

Company’s average short-term borrowing rate available to the Company for the year, and 

(2) for under collections, the interest rate applied should be the lesser of the most recently 

Commission-approved rate of return on equity or the Company’s average short-term 

borrowing rate available to the Company for the year. 

Mi,,. , Compiled Laws (MCL) 460.6(j)(16). 46 
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EXECUTIVE SUMMARY 
ARIZONA PUBLIC SERVICE COMPANY 

DOCKEX NO. E-01345A-11-0224 

The Direct Testimony of W. Michael Lewis of W. M. Lewis and Associates, Inc. 
provides the resdts of engineering investigations of Arizona Public Service Company (“APS” or 
“Company”) as authorized by the Arizona Corporation Commission (“Commission”) pursuant to 
requests and direction from the Commission’s Utility Division Staff (“Staff’). The engineering 
investigations were undertaken by Mr. Lewis and Mr. Strobl of Technical Associates, Inc. Field 
inspections of selected facilities and technical projects under the direction and operation of the 
Company in Arizona, as well as reviews and analyses of the APS Application and other APS 
documentation comprised the engineering investigations for this case. 

The inspections and reviews were performed by Messrs. Lewis and Strobl on September 
26 through September 29, along with Mr. Prem Babl of Staff on September 26, and included 
discussions with APS technical, management, and systems operations personnel. Data requests 
to APS regarding performance indices, maintenance practices and design standards, and the in- 
service status of construction and design projects were also prepared and submitted to APS. 
Within the construction and design projects requested by APS for inclusion in rate base in this 
case, the AZ Sun solar projects were of particular interest because of their recent (or eminent) in- 
service dates, and that they represented significant capital expenditures. The Company’s 
responses to data requests, our face-to-face meetings with A P S  personnel, and observations 
during the field investigation, formed the bases for the discussions, conclusions and 
recommendations set forth in this direct testimony. 

The principle elements of the engineering investigations focused on APS’ service quality, 
system reliability indices, and the maintenance and operation of selected generation and 
distribution facilities currently in-service or as is the case with solar facilities are under 
construction and expected to be in-service as part of APS’ proposed utility plant investment 
additions being requested for inclusion in rate base. APS proposed many individual plant 
investment projects within Solar Generation, Fossil Generation, Nuclear Generation, and 
DistributiordGeneraYIntangible categories. AF’S supported its request for the inclusion of these 
plant investments in rate base claiming that these post-test year investments have been or will be 
placed in-service by June 30, 2012. Our objectives during our field investigations were to 
observe some of these projects and discuss these, and other aspects of APS operations, with the 
personnel responsible for the development andor management of projects and operations. 

Ouaiitv of Service/Svstem Indices. The information provided by A P S  in responses to 
data requests, and in meetings with responsible APS personnel, addressed electric service 
reliability and quality measures consisting of Customer Average Interruption Duration Index 
(“CAIDI”), System Average Interruption Duration Index (“SAIDI”) and System Average 
Interruption Frequency Index (“SAIFI”). These are the three (3) indices most commonly 
reported to express electric system reliability. These electric utility records, determinations and 
reported information on reliability and outage events when taken together provide the metrics 

! 



regarding electric system reliability measured by the duration and frequency of power 
interruptions to the average customer. 

The reported values for CADI, SAIDI, and SAIFI provided by APS for the period 2008 
through June 201 1 indicate improvements in all of the indices. A P S  needs to continue its current 
practices of data collection of outage frequencies and the durations and analyses of these 
parameters. APS personnel with whom we met place a high degree of effort in their monitoring 
outages, causes and durations, and the customers affected. APS’ continued utilization of its 
Distribution Outage Management System (“DOMS”) should enhance these efforts as well. 

Facilities Investmenth-Service Operations. The field investigation included 
observing underground cable installations and discussions with A P S  personnel regarding APS’ 
underground cable program of replacing older but not necessarily failed cables. While such a 
program may be laudable, the annual expenditures are significant. Accordingly, there needs to 
be some triggering guidelines and/or criteria, such as the replacement of the oldest cables first, 
cables with one or more previous repairs, previous faults, etc. in order to just;@ the expenditures 
for this underground cable replacement program, 

A P S  post-test year Fossil Generation category included substantial expenditures at the 
Redhawk generation station related to equipment replacement and overhaul work. APS’ 
proposed work was essentially completed at the time of our visit on September 28, which 
consisted of essentially all vendor recommended overhauls and m&tenance on a four (4) year 
schedule. There was a fairly unique vibration problem with the steam-side generator that we 
were made aware of at our visit. With regard to this vibration problem, the unit should be 
replaced or the vibration problem rectified in a timely manner. 

A significant aspect of our field investigations included visits to the solar generation 
facilities that are part of the post-test year investment additions requested for rate base inclusion; 
i.e., utility-scale and customer installed photovoltaic projects. The APS utility-scale AZ Sun 
projects (Palonia, Cotton Center and Hyder) are in Gila Bend, Arizona. The customer installed 
photovoltaic projects are in Flagstaff, Arizona associated with the Schools and Government 
Program (“S&G Prorgrad’) and the Community Power Project (“CPF”’). 

A P S  utility-scale photovoltaic generation stations are, or will, be remotely monitored 
facilities, with routine and fault correction maintenance work being done by A P S  crews stationed 
in the vicinity of the projects. 

The S&G Program and CPP projects are basically undertakings in d e  form of a fairly 
long-term study of the potentials of distributed generation, mainly solar, integrated into a discrete 
service area. The results of these projects should be portable in that they can develop strategies 
for future applications in other parts of the A P S  system; i.e., this experience will be of significant 
benefit when such features are installed in other areas of the A P S  service territory. 

AMWAdvanced Metering. The new electronic meters being installed by APS have no 
moving parts and presumably have been suitably selected for the ambient temperatures and 
weather conditions of the APS service area. Absent any authoritative studies to the contrary, 



there is no reason that these meters should have a reduced service life from 26 years to 15 years 
compared to the older meters as proposed by APS. 

Libertv Group Issues. There were three (3) issues identified in the Liberty Consulting 
Group AF’S Benchmarking Analysis (“Liberty Study”) relating to the operations of U S ’  Palo 
Verde nuclear facility, the performance of APS’ Four Comers coal-fired generating facility, and 
the sustainability/emission control problems at the Four Comers facility. AF’S needs to address 
the low availability of the Palo Verde units and the above-average refbeling outages in its Palo 
Verde Nuclear Performance Reporting Standard (‘WI’RS’’) which was developed in the 
Commission’s Docket No. E-0134514-09-0506 proceeding. 

With respect to the issues at the APS Four Comers generation station, AF’S needs to 
provide a plan and explain how it intends to address the NOx emissions and forced outages, as 
well as their intentions related to the purchase of the balance of the ownership in Units 4 and 5. 
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I. INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Please state your name and business address. 

My name is William Michael Lewis. 

Wheelersburg, Ohio 45694. 

My business address is 934 Valley Street, 

What is your present employment? 

I am employed by the firm of W. M. Lewis and Associates, Inc. (“WML&A”). I am the 

President of the firm. 

Please describe the nature of the firm. 

WML,&A is a Consulting Engineering firm which provides various engineering services, 

primarily in areas of electrical power and electric utility operation, to a range of clients 

including investor-owned electric utilities, municipal‘utilities, international investment 

organizations, and regulatory bodies. The fm was established in 1958. 

Please describe your background, education, and experience. 

I have been employed by WMLkA since 1979. Prior employment was with Goodyear 

Atomic Corp. and Westinghouse Electric. Positions that I have held at WML&A include 

Sr. Engineer, Manager of Engineering, Vice-president, and President. I hold a BSEE 

degree from Ohio State University and an MBA from Ohio University. For the past 15 

years, much of my work has involved foreign assignments on behalf of the Asian 

Development Bank and World Bank in project post-evaluation, feasibility studies, and 

reviews of operation and maintenance of various generating stations, urban and rural 

transmission and distribution systems, and utility management. Additional tasks included 

the design of facilities and preparation of agreements for the interconnection of utilities, 

preparing operating agreements between utilities and independent power producers, and 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Direct Testimony of W. Michael Lewis 
Docket No. E-01345A-11-0224 
Page 2 

various tasks related to the privatization of electric utilities in the South Asian area. 

Additional aspects of my experience and education are presented in my resume, which is 

attached to this testimony as Attachment 1. 

Q. 

A. 

Q- 
A. 

Q- 
A. 

Are you filing Direct Testimony on behalf of Arizona Corporation Commission 

(“Commission”) Utilities Division Staff (“Staff”)? 

Yes. 

What is the nature of your testimony in this proceeding? 

My testimony describes and presents evaluations, observations and recommendations 

regarding the above captioned matter. I was to evaluate the service quality and reliability 

of the distribution system, review some issues that were identified in the December 31, 

2010 Liberty Consulting Group APS Benchmarking Analysis (“Liberty Study”) of fie 

Company’s operational and cost performance, and observe and evaluate the status of some 

of the major items of investment proposed for post test year inclusion into rate base. 

What is the major focus of your evaluations? 

The major focus of my evaluations was field investigations of Arizona Public Service 

Company (,,US’’ or “Company”) facilities throughout Arizona. Field investigations were 

made on September 26 through September 29 by myself and Kenneth C. Strobl of 

Technical Associates, Inc. and were coordinated and accompanied by APS personnel. Mr. 

Prem Bahl of the Commission Staff accompanied us as well on September 26. 

Schedule 1, consisting of four (4) pages, provides a summary of APS’ plant investment 

facilities and various projects that were observed in our field investigation. In addition to 
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listing the facilities and projects, Schedule 1 provides APS’ estimated costs related to each 

of the facilities and projects observed and discussed with APS personnel. 

The purpose of these field investigations was two-fold. First was to visit and review a 

number of the major construction projects included in the as-filed $986.8 million of total 

gross post-test year plant investment additions that the Company is requesting be included 

in Rate Base in this case. And second was to discuss with APS personnel these projects 

and the other influences on the current and projected quality of electrical services to A P S  

customers. 

Q. 
A. 

Please describe the major elements of your investigations. 

The major elements of our investigations are directed at APS’ service quality, distribution 

system indices, and the construction and operations of selected generation, distribution, 

and other plant facilities currently in-service andor expected to be in-service in the next 

few months, and thereafter. The field investigations and reviews of project developments 

included discussions with APS engineering, linemen, electricians, and other technical 

personnel in charge of, or participating in, the construction, operations, and development 

of network facilities and network monitoring systems. In addition to these field activities, 

we reviewed portions of APS’ prefiled Application and testimony in this case, as well as 

public documents such as APS’ Federal Energy Regulatory Commission (“FERC”) Form 

No. 1, and Institute of Electrical and Electronics Engineers (“IEEE’) service quality 

reports. We also prepared data requests to the Company that addressed service quality and 

distribution system indices, k d  construction work in progress (“CWIP”) plant 

investments that are proposed by APS for inclusion in Rate Base in this case, and 

reviewed APS’ responses to such data requests. 
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Q. 
A. 

Q- 

A. 

What are the impacts of your efforts on behalf of Staff? 

The field investigations, the discussions with APS personnel, the reviews and analyses of 

A P S  filed testimony and documentation in this case, and public documents provided some 

perspective and understanding of the Company’s installations and operations of its electric 

network facilities and monitoring systems in APS’ five (5) operating districts in Arizona. 

The remainder of this testimony discusses these observations and evaluations, and 

provides some recommendations for the Commission’s consideration regarding these 

matters. This testimony also contains comments regarding the capabilities of the APS 

personnel we met in our field visits that are charged with ensuring that facilities and 

systems are safe, reliable, and operate in an effective manner to meet the electrical service 

needs of APS customers. 

.. 

Please discuss the Company’s current CWIP investments and its requests in this 

case. 

APS’s  Schedule B-2 of its Application lists the post-test year gross utility plant investment 

additions being requested for inclusion in rate base in this case. As shown in Schedule B- 

2, the gross utility plant additions as filed are separated as follows: 
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Q- 
A. 

Category 
~ 

Solar Generation 
Fossil Generation 
Nuclear Generation 
DistributiodGeneraYIntangible 

TOTALS 

($ Millions) 
Total 

company ACC 
Jursidictional 

$277.41 1 $267.979 
156.269 150.956 
120.103 116.019 
432.984 423.910 

$986.767 $95 8.864 

There are many individual projects within the above categories. The listing of the 

individual projects under each of the above Categories was provided by APS in response to 

Staffs Sixth Set of Data Requests (STF 6.55). This is the AF'S supplemental response on 

September 22, 2011, providing actual data through July 31, 2011. Based on the 

supplemental response to Staff 6.55, the gross utility plant additions are revised as 

follows: 

($ Millions) 
Total 

Category Company ACC 
Jursidictional 

Solar Generation $260.765 $251.899 
Fossil Generation 154.606 149.350 
Nuclear Generation 111.397 107.609 
DistributiodGeneraVIntangible 422.758 41 3.898 

TOTALS $949.526 $922.7 5 6 

What topics and issues are addressed in this testimony? 

The following general topics and issues are addressed in this testimony: 
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Quality of ServiceDistribution Indices --- reflects the evaluations of the 

operational quality and electric service performance satisfaction provided to A P S  

customers; 

Facility Investment and In-Service Operations --- relates to the Company’s 

requested inclusion of new construction and replacement of generation and 

distribution system components; 

System Monitoring Plans and Project Investments --- addresses such topics as the 

development and implementation of APS’ Distribution Outage Management 

System (“DOMS”) and its “intelligent” network components included in a pilot 

project; 

Solar Systems --- relates to the planning, construction, and implementation of large 

scale utility-owned and customer specific solar photovoltaic projects; and, 

Liberty Issues---relating to some of the issues identified in the Liberty Study. 

Although these topics and issues are addressed in this testimony, the collective scope of 

these topics to great to be addresses comprehensively. To do so would require 

substantially more time then is allotted by the schedule of this case. Moreover, in contrast 

to our review of plant investment projects in the last case (Docket No. E-01345A-08- 

0172), APS is proposing a far greater number of total projects within the requested 

additions to rate base. Additionally, there are not as many individual projects with large 

expenditures relative to the totals included in the list of post-test year dollars that APS is 

requesting to be included in rate base in this case. 
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Q. What is your general perspective of the operations of APS facilities and APS 

personnel that you have had an opportunity to witness in your field visit? 

Generally speaking, the Company’s plant facilities, network systems and operations 

appear to reflect thoughtful planning, and appear to be effectively utilized and maintained. 

The Company’s operating practices, including its preventative maintenance planning and 

outage response practices, which use newly developed software support; e.g., DOMS, as 

well as the technical personnel involved, are of an acceptable level and of high quality. 

A. 

II. WORK EFFORT AND EVALUATIONS 

Q. 

A. 

Please describe your evaluations and the role of your field investigations in these 

evaluations. 

Our work effort commenced with reviews and analyses of APS’ Application and filed 

testimony in this proceeding. To supplement the information in APS’ Application and 

prefiled testimony, we reviewed the Company’s Annual Reports, FERC Form No. 1, as 

well as other documentation filed in support of its Application. 

Additional information was acquired and analyses were made through APS’ responses to 

data requests issued by Staff’ most notably Staff Set No. Six (STF 6.1 through 6.59), APS’ 

supplemental responses to STF 6.4, 6.33, and 6.55, and APS’ response to Staffs Eleventh 

Set (Follow-up to Staff 6.30 and 6.48). Responses to Staff data requests (STF 6.46, 6.55 

and Supplemental response to STF 6.55) address the Company’s plant investment projects 

being requested for rate base, including a breakdown of the individual constxuction project 

investments and corresponding actual and estimated in-service dates for the projects in 

four (4) categories: Solar Generation; Fossil Generation, Nuclear Generation; and, 

Distribution, General and Intangibles. Staff data requests (STF 6.1, 6.2, 6.3, 6.10, 6.13, 

6.37, 6.38, 6.41, 6.43, and 6.44) addressed the Company’s calculations and claims 
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regarding its electric service reliability and quality, specifically evaluations of Customer 

Average Interruption Duration Index (“CAIDI”), System Average Interruption Duration 

Index (“SAIDI”), and System Average Interruption Frequency Index (“SAIFI”). . 

A. Quality of SewicdDistribution Indices 

Q. 

A. 

Q* 

A. 

What are the characteristics of SAIFI, SAIDI, and CAIDI and what is the basis for 

using these indices as an indication of system reliability? 

Electric utilities record and report information on system reliability events using a variety 

of metrics which, taken together, provide a measure of electric system quality of service, 

as measured by the .duration and frequency of power interruptions to the average 

customer, These three (3) indices are those most commonly reported to express reliability. 

The characteristics can be inferred by the descriptions above. SAIFI (on an annual basis) 

is the sum of the number of customers interrupted divided by the total number of 

customers served. SAIDI is the total of customer interruption durationi (in minutes) 

divided by the total number of customers served. CAIDI is calculated as SAIDYSAIFI 

which is an indication of the interruptions and duration of interruptions to the average 

customer on the system. 

You stated that one of the areas in your evaluation was that of the reliability of APS’ 

distribution system. How is this evaluated? 

Distribution reliability can be evaluated by the methodology of IEEE 1366, “Guide for 

Electric Power Distribution Reliability Indices”. This method is followed by most of the 

investor-owned electric utilities in the USA as well as most of the larger Municipal and 

Federal agency utilities. 
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Q- 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

Are the results of other utilities published for comparison? 

Yes. A majority of those utilities submit their results on an annual basis. 

How has APS’ performance compared to other utilities in recent years? 

APS has compared well over the past three calendar years in all three of the main indices. 

APS’ performance for 2009-2010 would place them in the top (“best”) 20-25 percent of 

reporting utilities of comparable size. 

What are the three indices you mentioned? 

These are SAIFI, SAIDI, and CAIDI where the final “I” indicates ‘‘Index” in each case. 

The calculation of each is described by the aforementioned IEEE Guide. 

What type of system interruption is included in the calculation of these? 

IEEE recommends that an interruption of more than 5 minutes time be counted as an 

intemption to be included in the calculation of the indices. 

Does APS follow the IEEE criteria? 

Yes. In response to STF 6.1, APS stated its concurrence with the more than 5 minute 

threshold and provided the results of these three indices on an annual basis for Calendar 

Years 2008-2010 and for the initial 6 months of CY 2011. 

I 
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Q. 
A. 

Q. 

A. 

Q. 

Q- 

Are these indices based on all interruptions? 

No. Common utility practice is to base these on “sustained interruptions” which are 

defined as those of five (5) minutes or more. A P S  employs this same time measure for its 

interruption evaluations, and separates its analyses of the indices among transmission, 

distribution, and substation initiated interruptions to customers. 

What has been the Company’s recent performance and how does it compare with 

comparable electric utilities? 

In response to a STF 6.1, the Company provided the values of the following indices: 

Summary of APS Indice Values 2008-201 1 
SAID1 CAIDI 

SAIFI 1 1 

2008 0.95 1.47 1.55 

2009 0.88 1.21 1.37 

2010 0.92 1.33 1.44 

2011 (All Data, 
As of 6/30/11) 0.27 0.40 1.48 

The above values are those with major event days (“MEDs”) excluded from the 

calculations of the values. There were no h4EDs in 201 1 through June 30. 

What is a MED? 
A. 

area is subjected to extreme or unusual conditions. 
An MED is a day or a portion of a 24 hour time period during which the service 

Are MIEDs then another consideration as to what constitutes an outage to be included 

in the calculation of these indices? 
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A. 

Q. 
A. 

Q. 

A. 

Yes. In addition to the five minute threshold, IEEE-1366 also defines various aspects of 

weather (storms, temperature variances, etc.) as designated MEDs. The indices are 

calculated on an annual basis (or for a given time period) with and without the outages 

occumng during MEDs. APS provided both sets of indices for the periods stated above. 

What can be said as to these results? 

Considering the values of the indices, the comparison to the industry, and the general 

improvement in the values as indicated, APS has very good reliability in its distribution 

system. The most recent values provided for the period of January-June of 2011 (there 

were no MEDs during this period) are a SAIFI of 0.27, SAIDI of 0.4 Hr., and a 

corresponding CAIDI of 1.48 Hr. I would consider these values to be very acceptable, 

comparing these to the corresponding values (MEDS excluded) of CY 2008 where SAIFI 

was 0.95, SAIDI was 1.47 Hr., and a corresponding CAIDI was 1.56 Hr. The 

improvements in all of the three indices are apparent. 

You seem to be consistent in characterizing the CAIDI as “corresponding”. Why is 

that? 

By definition, CAIDI is equal to SAIDI divided by SAIFI; therefore, CAIDI corresponds 

to the values of the other two indices in the same time period. By inspection of the above 

values listed, one can see that numerically there was a comparatively large improvement 

in SAIFI and SAIDI between 2008 and 201 1. These decreased to about 28 percent of the 

2008 values. However, the CAIDI improvement was only about 5 percent (1.484.56 = 

0.949). This is merely indicative of the manner of the calculations involved. It indicates 

that it can be difficult to si,guificant.ly improve CAIDI and this is somewhat reflected in 

actual practice. 
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Q. 

A. 

Q. 

A. 

Do you consider the relative ranking of a given utility’s indices to determine if its 

distribution reliability performance is adequate? 

No. On a prima-facie consideration, these determinations may be adequate but there are 

too many variances that, in my opinion, can make such an evaluation misleading. These 

include such considerations as the nature of a given utility’s service area., the mix of radial 

versus networked feeders, the proportion of underground services and feeders, relative 

distances between service centers and fault locations, relative length of feeders, and 

lightning fiequency, which is a minor consideration. The reporting and data collection 

quality across the reporting utilities can vary greatly. 

You have stated that you consider APS’ distribution reliability to be “very good”. 

What would you recommend that the Commission consider in future evaluations of 

this reliability and what actions on the part of APS do you think are appropriate at 

this point in time? 

I would recommend that APS continue its present practices of data collection on outage 

frequency and duration and the analysis of these parameters. Our discussions with A P S  

personnel responsible for these actions and the outage records provided to us indicated 

that APS does place a high degree of effort in monitoring outages, causes, and durations as 

well as the number of customers affected. The present incorporation of the DOMS 

(discussed later) will enhance these efforts. 

Furthermore APS personnel responsible for the reliability monitoring should determine a 

set of (for lack of a more descriptive term or terms) “Target Values’? for SAID1 and SAIFI 

that will be maintained as a (targeted) minimum by APS, irrespective of their ranking in 

the reported industry results. 
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Q. 

A. 

Q- 
A. 

What actions by.APS can be said to have caused the recent improvements in the 

indices? 

The more likely actions are probably the replacement of underground cable and the 

inspection and restoration of overhead feeders in the distribution system. Mr. Froetscher 

has alluded to these as well in his Direct Testimony. 

Do you agree with his assessment? 

For the most part, yes. It is certainly clear that improvements to overloaded andor 

deteriorated overhead circuits will reduce the number of outages. This is also true for 

a,%g underground cables with the added benefit that limiting failures in underground 

cables, which require longer durations to locate the fault and replace or repair the cable 

compared to an overhead circuit, reduces the duration of outages. This does improve the 

SAID1 and CAIDI. 

B. Underground Cable Replacement Program 

Q. 
A. 

Q. 
A. 

Do you have any concerns about this program? 

Yes. My concerns are the significant costs involved in the replacement of the 

underground cables compared to the benefits projected. 

Please explain. 

It is known that the majority of the typical XLPE (8A5 KV class) cable installed for 

underground services by most electric utilities circa 1970-1985 have not had the expected 

service life. This is typically attributed primarily to two causes. The initial XLPE 

insulation was found to be susceptible to “treeing” from moisture and voltage stress, 

especially if directly buried, which caused tracking and voids in the insulation and 

corrosion of the bare neutral conductor by various properties of the earth covering. More 
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recently available cables are of the TRXLPE where the “tr” indicates “treeing resistant”. 

This has been shown to have superior service life over that of earlier versions. APS is and 

has been installing this type of cable in new and replacement services. 

Q- 
A. 

Q. 
A. 

Q. 
A. 

Please continue. 

APS appears to have adopted as a standard the TRXLPE with covered neutral and 

increased insulation thickness (to a 21 kV rating) and abandoned direct burial in favor of 

conduit ducts. This should result in a significant reduction in failure rates and extended 

service life of the underground services. 

Based on the above, what is the problem with U S ’ S  program? 

The problem, in my opinion, is that a major justifcation for APS’ underground cable 

program of replacing older but not necessarily failed cables is to improve the value of the 

CAIDI. While laudable on the one hand, improvements in CAIDI can be one of 

diminishing returns in terms of expenditures. 

Why do you say that? 

With the qualification that the replacement should also decrease the number of faults, an 

outage due t0.a cable fault still has a certain response time, time to locate the fault, and 

then the time to repair or replace the cable. So, the justification should be that of reducing 

the frequency of failures, i.e., SAIFI. This implies that criteria for the replacement of 

older cables should be determined based on the oldest cables first, cables with one or more 

previous repairs, previous faults, etc. Also, I would request that A P S  justify its use of 21 

kV rated cables if, in fact, that is now APS’ standard. I would like to see APS’ response 

to this concern for criteria in its rebuttal. Established criteria may lead to a means of 
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reducing APS’ projected annual expenditures by extending the underground cable 

replacement program over a longer period. 

Q. 

A. 

.Were you able to observe the inspection of overhead circuits and/or their 

rehabiiitation? 

We did observe a rehabilitation project where an older series of spans of wood pole 

construction was being replaced with new conductor and steel poles. The circuit had been 

identified as in need of replacement of the conductor due to previous overloading, and 

inspection demonstrated that the wood poles were at end-of-life. Using that observation 

of materials and workmanship, we were very satisfied with the criteria for replacement 

and the resulting improved circuit. Other observations of rehabilitated and replaced (due 

to storm damage) overhead circuits indicated to us that APS has high standards of 

construction and materials. We were not able to observe a survey of an overhead circuit in 

progress but discussions with APS personnel as to their method and criteria for 

replacement leads us to believe that this is properly performed. 

C. IT Projects 

Q. 
A. 

Earlier you mentioned the “DOMS”. Please explain this acronym. 

This is the “Distribution Operation Management System” which we had reviewed during 

its early phases of development during the previous rate proceedings. The system is 

currently implemented in most of the service area and should be fully implemented in 

early 2012 if not sooner with the move to the new building facility at Deer Valley. The 

system incorporates a computerized model of the distribution system down to individual 

service level and is presently used to support responses to outages by directing the 

response personnel to the location efficiently and to provide the respondents with circuit 

information as to the location of isolating’switches, fuses, and probability analysis of the 
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likely cause of the outage and what customers are affected. It also aids in service 

restoration by correctly isolating the fault allowing (if possible) routing to other affected 

customers to be returned to service. In the future, DOMS will support Smart Grid and 

distribution SCADA systems with switching and other hnctions. 

Q.  

A. 

Q- 
.A. 

Q. 
A. 

So you can confirm the functionality of DOMS and find its projected in-service date 

as indicated by APS to be reasonable? 

Yes. 

What concerns do you have with the function and/or costs of the DOMS? 

I have no concerns as to the fhctionality of DOMS. I would expect that the system 

should produce a reduction in customer outage time but agree with Mr. Froetscher that 

that may be difficult to confirm. My concern is with the cost of DOMS. APS has 

expended substantial funds on its development and implementation. I believe that APS 

should now concentrate on developing its in-house abilities to maintain and update this 

system so as to minimize its further commitments to outside services, both hardware and 

software leasing and maintenance expenses. 

What other IT systems did you review? 

I reviewed the conversion of paper “wall” maps to computer projections which is well 

under way and also should be implemented in early 2012 in the new facility. Given the 

condition of the existing maps and the reduced needs for storage, this appears to be a 

worthwhile and needed improvement. I have the same concerns as to this system as stated 

above for the DOMS, e.g., I recommend that APS reduce dependence on outside vendors 

for maintenance and modifications to software and hardware. 
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Q- 

A. 

Q. 
A. 

Have you reviewed any proposed changes in the depreciation schedules as proposed 

by APS in this proceeding? 

Our only consideration on this subject is the proposed change in the service life of the 

AMR and other advanced meters to 15 years as opposed to the 26 year schedule for the 

current meters. We are opposed to that change and recommend that the meter service life 

remain at 26 years. 

Why do you object to the reduction in service life? 

There are basically two causes for meter end-of-life: Technological obsolescence and 

physical failure. The new electronic meters have no moving parts and are assumed to 

have been selected because they are suitable for the ambient temperature and weather 

conditions of the APS service area. Thus, absent any authoritative studies to the contrary, 

we see no reason that these meters should have a reduced life as compared to the older 

types. Technological advances, changes in parameters, telemetry protocol changes, and 

withdrawal of software support by the vendor may require some changes of circuit boards 

or reprogramming but these changes would not require the replacement of the meter body, 

power supply, or other common features. APS should be required to provide documented 

studies to support this proposed reduction in service life. 

D. APS Call Center 

Q. Did you have an opportunity to observe the APS Call Center and discuss its 

operation with A P S  personnel? 

Our discussion focused on the functions that relate to outage notification and APS 

responses to outage notifications from customers. 

A. 

I 
I I 
I i 
I 
! 

I 
~ 

I 
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Q. 
A. 

Q- 

A. 

How would you assess the Call Center on that basis? 

We were satisfied that the Call Center efficiently responds to these matters and is on par 

with other utilities in our experience. 

Were there any aspects of your discussions with Call Center personnel that you 

would like to mention for the benefit of the Commission? 

Yes. We discussed the possibility of enlisting the local cable companies to make their 

public service channels available to APS for the purpose of advising customers of planned 

outages by locations. This could serve to supplement APS’ use of “door hanger” 

no ti fications . 

E. Solar Systems 

Q. 
A. 

Please describe the APS solar projects that you observed on your field investigation. 

A significant portion of APS’s requested plant investment additions to Rate Base in this 

case include the generation of electricity by solar facilities. In particular, APS has two (2) 

types of solar programs currently under development: utiIity-scale photovoltaic and 

customer installed photovoltaic projects. The former are projects of APS-owned 

renewable generation solar photovoltaic projects (“AZ Sun”) in Gila Bend, Arizona. The 

latter are projects in Flagstaff, Arizona, associated with the Schools and Government 

Program (“S&G Program”) and the Community Power Project (“CPP”). 

U S ’  utility scale AZ Sun projects currently consist of three (3) facilities: Paloma, Cotton 

Center, and Hyder. Paloma and Cotton Center are each 17 megawatt ( “ M Y ’ )  generation 

facilities, and Hyder is a 16 MW facility. Paloma, Cotton Center, and the first phase of 

Hyder (1 1 MW) are in service as of Nov. 11,201 . The second phase (5 MW) of Hyder is 

projected to be in service in March 2012. 
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The Paloma, Cotton Center and Hyder stations each consists of 80,000 to 90,000 

photovoltaic panels, each panel producing 200 to 220 watts; i.e., with total output of about 

85,000 panels times 210 watts = 17.9 MW.  In addition to the photovoltaic panels, the 

stations contain inverter equipment (to convert direct current to alternating current), 

SCADA system for monitoring the stations, as well as interconnection gear to tie the 

stations into the local substation distribution network. M e r  the stations are completed 

and on line, APS contemplates no permanent personnel on site during operations. 

Monitoring the station output and photovoltaic panel operations will be done remotely, 

with routine and fault correction maintenance work being done by APS crews stationed in 

the vicinity of the projects; e.g., Redhawk station crews for the Paloma and Cotton Center 

facilities. 

Q. 
A. 

Please continue. 

In Flagstaff, A P S  has two (2) programs in development --- the S&G and the CPP 

programs. The S&G and CPP programs represent APS-owned and operated solar 

photovoltaic equipment installed on schools and individual homes. These photovoltaic 

generation facilities are connected on APS’ side of the meter with the customer receiving 

the benefits of the production of solar power through a 20-year fured Solar Rate. APS 

projects that the 111 development and roof installations of these sites will be completed by 

June 30,2012. Our field investigation observed photovoltaic panels on roofs of homes, 

with inverters and dual meters installed in several neighborhoods as well as at Cromer 

Elementary School. APS will also be installing fxed ground mounted panels adjacent to 

the Cromer School. Inverter and switch gear equipment are currently being installed on 

the school property to interconnect this facility with the local distribution network. 
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Q. 
A. 

Please describe briefly the other projects A P S  is working on in the Flagstaff area. 

In addition to the photovoltaic installation projects, AI’S is also conducting a pilot 

program to implement and monitor “intelligent” equipment and circuitry to evaluate the 

operations of “smart grid” type systems on selected feeders in the Flagstaff area. These 

deployments have included the installation of smart meters, special supervisory control 

equipment, fault anticipatiodself isolating feeder equipment and other facilities on two (2) 

feeders. 

APS is also constructing a renewable energy site (Doney Park) that will include 

photovoltaic panels (about 500 KW of alternating current) and eventually a new 69 kV 

substation facility. APS is currently doing site preparation and excavating work at this site 

including the installation of a grounding grid throughout the site. APS expects to 

complete the installation of the ground mounted fixed orientation photovoltaic panels and 

associated equipment (e.g., inverters, interconnection gear, etc.) by the end of 201 1. 

Part of the above project is an electrical energy storage (1.5 MWh capacity lithium-ion 

battery) demonstration project at Elden Substation. APS is partnering with other 

companies to test the feasibility of interfacing a battery storage system to regulate energy 

to levelize local peak loads and to reduce the variability of electricity production fiom 

photovoltaic generation. APS expects that the initial operation of this electric energy 

storage system to be an on-off type operation with the ultimate expectation to be a remote 

control, load-following operation. 

The Solar and Energy Storage projects in the Flagstaff service area are basically in the 

form of a fairly long-term study of the potentials of distributed generation, mainly solar, 

integrated into a discrete service area. The results should be portable in that they can 
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I 

develop strategies for fkture applications in other parts of the A P S  system. We think the 

potential for development strategies is significant. This is also true of the pilot program to 

implement various “intelligent” devices as a (in effect) mini-Smart Grid system on actual 

operating feeder circuits. We feel that the experience gained by the operation of these 

projects in the Flagstaff service area will be of significant benefit when such features are 

installed in other APS service areas. 

F. Fossil Generation - Redhawk Station 

Q. 

A. 

Q. 
A. 

What were your observations of the iisted replacement and overhaul work at the 

Redhawk generating facility? 

We were interested in the Redhawk facility due to the projected costs proposed to be 

moved to plant-in-service in APS’ listing of post-test-year projects and to substantiate that 

such work would be in-service at the projected times. We were able to determine that the 

described works were substantially completed as of the time of our visit which was on 

September 28,201 1. 

What was the scope of the post test-year costs proposed? 

The bulk of the projected cost involved overhaul and related maintenance as 

recommended by the major equipment vendors on a four (4) year schedule. Several 

improvements in the gas turbine enclosures had also been completed and the facility 

management had taken the shut-down opportunity to accomplish other maintenance and 

improvements, We found the facility to be well maintained and on schedule. 
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Q. Were there any aspects of the facility that you feel merit attention by APS to increase 

the reliability of the generation facility? 

Yes. We were made aware of a fairly unique vibration problem with the steam-side 

generator. This unit had evidently been converted from a 50 Hz operation to the required 

60 Hz for use at Redhawk. That may or may not be the cause of the vibration; that had not 

been determined. But we feel that the unit should be replaced or the vibration problem 

rectified in a timely manner. 

A. 

G. Liberty Group Issues 

Q. 

A. 

Q- 
A. 

Q. 
A. 

Do you have any other issues at this time to bring to the attention of the 

Commission? 

Yes. I have comments regarding three (3) of the issue areas that were identified in the 

Liberty Study of the operational and cost performance of APS. The three (3) issue areas 

relate to the operations of APS’ Palo Verde nuclear facility; the performance of APS’ Four . 

Comers coal-fired generating facility; and the sustainability/emission control problems at 

APS’ Four Comers facility, which is jointly-owned by APS with other utilities. 

Please continue. 

With regard to APS’ Palo Verde nuclear facility, my concerns center on issues of capacity 

factor and availability. Both of these were discussed in the Liberty Study. 

What is the concern with the capacity factor? 

From the data presented in the Liberty Study, all three generating units regularly lag 

industry averages. There were safety system issues in prior years, circa 2003-2007, which 

contributed to this, but those would not account for the below average perfonnance in 

subsequent years. 
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Q- 
A. 

Q- 
A. 

Q* 
A. 

Q. 

A. 

Please continue. 

As regard to availability, the Palo Verde units are averaging about 5-6 percentage points 

below industry averages. In addition, the average duration of reheling outages for the 

industry is about 40 days. Recent refueling outages at Palo Verde have been well over 

that duration. 

What can be the effect of lower availability? 

This can result in an increased need for supplemental power purchases from the grid to 

meet APS system requirements or a lost opportunity to make off-system sales. Either of 

these conditions can result in an increase in APS’ cost of service. 

Does it appear that the lower availability is the result of forced outages? 

No. Subsequent to 2007, Palo Verde’s forced outage rates have been only slightly below 

industry averages. 

What actions would you recommend that APS take to address these conqerns in this 

proceeding? 

I would recommend that APS address these concerns in their Rebuttal Testimony as to 

what actions are being considered to improve the capacity factor, the overall availability, 

and to expedite the rekeling outage durations. 
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Q. 
A. 

Q. 
A. 

Q- 
A. 

Are there other means by which A P S  can report the performance of Palo Verde? 

Yes. In a previous proceeding, Docket No. E-01345A-09-0506, the Palo Verde Nuclear 

Performance Reporting Standard (“NPRS”) was developed requiring APS to file annual 

reports to the Commission on aspects of capacity factor and regulatory performance. This 

contains a provision that Staff and A P S  will “...collectively work together to evaluate this 

Reporting Standard after 3 years of implementation.” I would recommend that re-fueling 

outage duration and unit availability be added as reporting items in the NPRS by A P S  in 

its January 2012 report and that these be included as standard topics in subsequent reports. 

Staff and APS should collectively set the percentages for availability and the number of 

days for refueling outage durations that would trigger the submission of serni-annual 

reports. 

What is your issue with the performance of the Four Corners Generating Facility? 

There are two issues: (1) the forced outage rate; and (2) the amount of Nitrous Oxide 

(“Ox”) emissions from the facility. The forced outage rates at all of the Four Comers 

units are above industry averages and those rates are trending negatively. Units 1-3 NOx 

emissions on a pounds per year basis are the worst in the peer group considered by the 

Liberty Study. The elevated levels of emissions are a significant sustainability issue. 

Please continue. 

There is a clear need to resolve the emissions and to address the forced outage rates at the 

facility. The concerns of emissions and poor forced outage rates as well as the future 

operation ofthe Four Comers facility are being addressed in a separate docket, E-01345A- 

10-0474. A scenario has been advanced where A P S  would retire Units 1-3 and purchase 

the portions of Units 4 and 5 capacity that Southern California Edison (“SCE”) currently 

owns. This scenario would allow APS to avoid the cost and technical problems that Units 
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1-3 present in attempting to apply the required Best Available Removal Technology 

(“BART”) to reduce NOx emissions and acquire new generation in the form of the 

increased share of Units 4 and 5. 

Q- 
A. 

Q. 
A. 

Q. 

A. 

What is your understanding of the technical problems with Units 1-3? 

I understand that there are severe space limitations at the site which would make it very 

difficult and costly to retrofit emission controls for these Units. 

What do you understand APS’ plans to’be at present? 

This is not clear at present. As already discussed, A P S  has an application pending for 

Four Comers where it would go forward with the purchase of SCE interest in Units 4 and 

5, which A P S  currently along with other entities has an ownership interest in, retire Units 

1-3 which APS owns, and install BART on Units 4 and 5. I’m unaware that has changed. 

What actions would you recommend be taken by APS in this proceeding regarding 

the future of the Four Corners facility? 

I would recommend that APS provide a plan to address both the emissions and outages. 

APS should also advise on whether there have been any changes to its planned purchase of 

SCE’s interest in Units 4 and 5 and the simultaneous retirement of Units 

111. CONCLUSIONS AND RECOMMENDATIONS 

A. Conclusions 

-3. 

Q. 

A. 

What are your conclusions based on your observations and APS responses? 

I can summarize our conclusions as follows: APS operates a reliable distribution system 

with representative indices well within acceptable ranges. In comparison with similar 

electric utilities, A P S  would fall within the top 20 percent in reliability. APS has proposed 
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an ambitious program of circuit rehabilitation and upgrading, especially toward its 

underground distribution circuits and services. We have concluded that such a program 

has merit in substantially improving or maintaining its present levels of reliability, 

however, we believe that the program may be too ambitious at the present level of usage 

due to the cost involved. We have concluded that the program of underground cable 

replacement could be improved by the development of a replacement criteria based upon 

cable time-in-service, prior repair, or similar aspects. The personnel responsible for the 

selection of circuits to be upgraded appeared to have very sound criteria for the selection 

Q- 
A. 

Q* 
A. 

of circuits, however, this was not dearly stated in APS’ response to OUT query for such in 

our Data Requests. 

Please continue. 

The solar projects of AZ Sun should be in commercial operation at the times indicated by 

APS in its listing of Post Test-Year projects. The three projects utilize different types of 

solar cells and tracking arrangements, and one of the three is non-tracking. The outputs of 

the three projects should provide a valid comparison of which configuration has the best 

cost-benefit ratio and efficiency of generation. The Community Power Project and The 

S&G Program (the “Flagstaff projects) will provide useful data on efficiency and 

operation of distributed solar generation and potential Smart Grid operation. 

Please continue. 

The observed rehabilitation of overhead circuits and the observed underground cable 

replacement and new installations observed lead us to conclude that APS uses proper 

working methods and materials in keeping with prudent utility practice. In conjunction 

with the move to the new building facility at Deer Valley, the DOMS operations, which is 

currently working in all of APS’ five (5) Divisions, is available as described and projected 
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at OUT last visit in 2009. The project to replace the existing paper wall maps is also 

proceeding as projected. 

Q. Please continue. 

A. The unit availability issues at Palo Verde and the refueling outage durations need to be 

addressed by APS. Also, APS needs to finalize its plans as to the purchase of SCE’s 

interest in Units 4 and 5 at the Four Comers facility and the operational problems as to 

emissions and forced outages. 

23. Recommendations 

Q- 

A. 

What recommendations do you offer for consideration by the Commission based on 

the scope of your work in this APS case? 

We have the following recommendations based on our work in this APS case: 

(1) APS should maintain the values of its quality of service indices, in particular 

SAID1 and SAIFI; 

(2) APS’ should recti@ the vibration problem with the stem-side generator at its 

Redhawk facility in a timely manner; 

(3) A p S ’ s  underground cable replacement program should reflect certain triggering 

guidelines; e.g., number of faults, years installed, etc., for replacement, as well as 

the justification for the size/type of cable replacement; e.g., use of 21 kV rated 

TrXPLe; 
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Q. 
A. 

the proposed reduction in the service life of AMR meters and other advanced 

meters from 26 years to 15 years, should be rejected; 

APS should address the low availability of the Palo Verde units and the above- 

average refueling outages and include these items in the annual NPRS in 

conjunction with Comnission Staff as to the format and triggering values; and, 

APS should provide an explanation in this proceeding of how they intend to 

address the NOx emissions and forced outages at the Four Corners facility and 

whether its intentions to purchase SCE’s interest in Units 4 and 5 has changed. 

Does this complete your testimony? 

Yes, it.does. 
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** Confidential Information has been REDACTED** 
APS SOLAR PLANT POST 
TEST YEAR ADDITIONS 

($ MILLIONS) 

Estimated 
Plant Capacity cost In-Service 

Paloma 17 MW - Sept. 201 1 

Cotton Center 17 M W  - Nov. 2011 

Hyder I 
Hyder I1 

11 M w  
5 M w  

Oct. 2011 
March 20 12 

S&G 

CPP 

6.8 Mw - 
1.4 M W  - As Built (20 1 1/20 12) 

As Built (201 1) 

Source: A P S  response to Staff 6.55, JBG-Wl, Page 5 of 19 

- 1/ Represents total amount of Solar project plant in service requested by APS for 
inclusion in rate base. Arizona jurisdictional portion is = 

A 
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APS FOSSIL PLANT POST 
TEST YEAR ADDITIONS A/ 

($NILLION) 

Estimated 
Item/WA# Plant c o s t  Project In Service 

1 ./RHCO140 Redhawk Unit 2 $32.086 Gas turbine overhaul March 20 1 1 

1 1 .i~HC0104 Redhawk Unit 2 $2.931 Piping replacement March 20 11 

12.lRHC0088 Redhawk Unit 2 $2.736 IP turbine shims & March 20 1 1 
blade replacement 

17./ RHC0136 Redhawk Unit 2 

20J RHC06441 Redhawk Unit 2 

$2.072 Compressor row 
replacement 

March 20 11 

$1.9 17 Turbine rotor & May 201 1 
casing seal replacement 

35 ./RHCOO9 1 Redhawk Unit 2 $1.094 SCR catalyst 
replacement 

March 20 11 

38./RHCO 100 Redhawk Units 1 & 2 $1.053 Complete the Conversion Aug. 201 1 
of piping for well water 

$43.8 8 9 

Source: A P S  response to Staff 6.55, APS14744, 16 pages 

- 11 Represents 7 of the 40 fossil generation projects with estimated costs of over $1 Million. Total of 244 
fossil projects totaling $154.606 with Arizona jurisdictional amount of $149.350. 
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A P S  NUCLEAR PLANT POST 
TEST YEAR ADITIONS A/ 

($ MILLIONS) 

Estimated 
ItemWA # cost Project 21 In-Service 

1./070005 $26.069 Pond #2 liner replacement Jan. 2012 

9./110020 $2.492 Unit l/cooling tower structural Nov. 201 1 
component replacement 

10.A 10021 $2.342 Unite 2 cooling tower May 201 1 
structural component replacement 

11.1120016 $2.307 Unit 3 cooling tower April 20 12 
structural component replacement 

Source: APS response to Staff 6.55, APS 14745,Zl Pages 

- 1/ Represents 4 of the 21 nuclear generation projects with estimated costs of 
over $1 Million. Total of 149 nuclear projects totaling $1 11 -397 with Arizona 
jurisdictional amount of $107.609. 

- 21 Observed these types of projects during field investigation in the last APS rate 
case and discussed with A P S  personnel that pond liner and cooling tower 
replacement projects would be on-going at its Palo Verde generating station. 

I 
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APS D 

I !  

STRIBUTION/GENERAL/T NGIBLE 
POST TEST YEAR ADDITIONS 

($ MILLIONS) 

Estimated 
Item/WA # cost Project At In-Service 

IT and FaciIities (Total of $92.155) 

1.P138020 

6.R26919H 

$36.697 Building rehabilitation Dec. 201 1 

$2.5 19 Digital/video wall maps (MDH) Dec. 2011 

1O.Budget $1.533 Concentrator upgrades - Smart Dec. 201 1 
Grid expansion 

Distribution Substation (Total of $18.751) 

New Substations $12.862 Granite Reef installation represents In Service 
---- - -- .__ - _ _ _  _ _  __  - p o d o w f k s e  projects - - - . . - -- --_ __ ___._ __ ___ - 

Overhead Conductor Replacement (Total of $6.237) 

Along 15th Av., from Sherman St. 
to across 1-17 Freeway 

Reconductoring represents portion In Service 
of total project replacements 21 

Underground Cable ReplacementlService Line Extensions (Total of $38.634 
plus $21.663) 

Goodyear Community Reconductoringiline extension to 
commercial business 2/ 

Dec. 201 1 

Smart Grid Demonstration (Total of $20.984) 

Smart Circuit $4.873 Testing component capabilities In-Service 
Automation-Flagstaff 21 

Community Power Project (Total of $2.233) 

Elden Substation 
Battery Storage 21 $2.233 Testing storage capabilities Within Couple 

ofMonths 

Source: APS response to Staff 6.55, APS 14746, 11 pages (September 201 1 Update) 

- 1/ Represents projects of the total of 87 IT projects observed in field investigation including 
discussion with, and demonstrations by, AF'S personnel of Uprojects; e.g., DOMS digital/ 
video mapping capabilities. 

- 21 Represents various projects observed in field investigation including discussions with A P S  
field and management personnel responsible for field and administrative work activities. 
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INTRODUCTION 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Please state your name, occupation, and business, address. 

My name is Laura Furrey. I am an Electricity Specialist employed by the Arizona 

Corporation Commission (“ACC” or “Commission”) in the Utilities Division (“Staff”). 

My business address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as an Electricity Specialist. 

In my capacity as an Electricity Specialist, I provide Staff recommendations to the 

Commission in a variety of electricity-related cases, including renewable energy projects 

and demand-side management programs. I also perform research on energy-related topics 

as needed. 

Please describe your educational background and professional experience. 

In 2002, J graduated from California Polytechnic State University - San Luis Obispo, 

receiving a Bachelor of Science degree in Environmental Engineering. In 2003, I joined 

Stanley Consultants, Inc. in Phoenix, Arizona as a civil designer. In 2005, I became a 

licensed professional engineer in the State of California. In 2008, I graduated cum laude 

from Vermont Law School with a Juris Doctor degree, focusing on energy and 

environmental law and began working with the American Council for an Energy-Efficient 

Economy in Washington, DC. In 2009, I became a member of the State Bar of Arizona 

and I became employed with the Staff of the Commission in 2010 as an Electricity 

Specialist in the Telecom and Energy Unit. Since that time, I have attended various 

seminars and classes on general regulatory and energy issues. 
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Q. 

A. 

What is the scope of your testimony in this case? 

My testimony addresses the inclusion of carrying costs in the Renewable Energy Standard 

(“RES”) adjustor and the Demand Side Management Adjustor Charge (“DSMAC”); the 

requirement that changes to the RES adjustor rate and caps on such rates be proportional; 

and the structure of Arizona Public Service Company’s (“APS” or “Company”) 

performance incentive related to investments in Demand Side Management (“DSW’). 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

Q. 
A. 

Please summarize your recommendations. 

Staff recommends that APS no longer be permitted to recover carrying costs for renewable 

energy-related capital investments begiming with the Company’s 2013 REST Plan other 

than what is necessary to meet the extra renewable energy mandates placed on A P S  in 

Section 15 of the Settlement Agreement approved by Decision No. 71448. Staff also 

reccmmends that the proportionality requirement associated with the RES adjustor rate 

and associated caps be removed, providing the Commission greater flexibility in setting 

the RES adjustor rate and related caps. 

Related to APS’ DSM activities, Staff recommends that APS no longer be permitted to 

recover carrying costs for DSM-related capital investments beginning with the company’s 

2013 DSM Implementation Plan. Staff has also proposed a new performance incentive 

structure for APS and has made a number of suggestions for altering the structure of the 

performance incentive between the current rate case and the next. 
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RENEWABLE ENERGY STANDARD AND TARIFF 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Js APS currently permitted to recover carrying costs for capital investments by APS 

in renewable energy projects through the RES Adjustor? 

Yes. Pursuant to the Settlement Agreement approved in Decision No. 71448 (December 

30, 2009), A P S  may recover “all reasonable and prudent expenses incurred by APS . . . 

recoverable through . . . a renewable energy adjustment mechanism.. . [including] the 

capital carrying costs of any capital investments by APS in renewable energy projects 

(depreciation expenses at rates established by the Commission, property taxes, and return 

on both debt and equity at the pre-tax weighted average cost of capital).” 

What was the purpose of allowing APS to recover carrying costs for renewable 

energy-related capital investments? 

According to Section 15.7 of the Settlement Agreement (Decision No. 71448), allowing 

recovery of carrying costs would encourage least cost renewable resources to benefit 

customers. 

Are renewable energy-related capital investments treated differently than other 

generating investments made by APS? 

Yes. Other generating investments made by APS between rate cases do not receive 

similar carrying cost and other recovery treatment prior to their inclusion in rate base in an 

A P S  rate proceeding. Other generating investments are included in rate base subsequent 

to a Commission determination that such investments were reasonable, and prudent, used 

and useful. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

What is Staffs recommendation regarding recovery of carrying costs through the 

RES adjustor? 

Staff believes that as the renewable energy generation industry matures, it should receive 

similar treatment to other generation facilities, which APS constructs and then seeks 

recovery of in future rate proceedings. Staff recommends that APS continue to recover 

carrying costs though the RES adjustor for renewable energy-related capital investments 

made pursuant to Section 15 of the Settlement Agreement (Decision No. 71448), such as 

those made within the AZ Sun Program,' the Community Power Project; and the Schools 

and Government P r ~ g r a m . ~  Beginning with the Company's 2013 REST Plan filing, 

however, Staff recommends that carrying costs for renewable energy-related capital 

investments (those not addressed by Section 15 of the Settlement Agreement (Decision 

No. 71448)) not be recoverable through the RES adjustor but that A P S  seek recovery of 

those costs in its next general rate proceeding. 

Has the Commission addressed the rate design for the RES adjustor? 

Yes. In Decision No. 67744 (April 7, 2005), the Commission approved a Settlement 

Agreement which maintained the proportions between customers in the then-current EPS 

surcharge. According to that decision, any changes to EPS surcharges, now the RES 

adjustor, must be made proportionally across customer classes. 

What is Staffs recommendation regarding the proportionality requirement? 

At this point in time, Staff recommends the elimination of the requirement that any 

changes to the RES adjustor rate and associated caps no longer need to be made 

DecisionNos. 71459 (January 11,2010) and 71502 (March 17,2010). 
Decision No. 7 1646 (April 14,20 10). 
Decision No. 72022 (December 10,2010), as amended by Decision No. 72174 (February 1 I, 201 1 j. 
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proportionally across customer classes. This recommendation will provide the 

Commission greater flexibility in setting the W.S adjustor rate and related caps. 

Q. 
A. 

Why is greater flexibility in designing the REST surcharge desirable? 

Through rate design, the Commission determines how the Company will recover a given 

amount of revenue. Factors affecting appropriate rate design can change over time. The 

rate design that was appropriate in 2005 when the current proportions were determined is 

unlikely to remain appropriate indefinitely. The Coinmission needs the flexibility to be 

able to address any changing circumstances. 

DEMAND SIDE MANAGEMENT 

Q. 

A. 

Q. 

A. 

Does APS currently recover carrying costs through the DSW4C for DSM-related 

capital investments? 

Yes. A P S  has been approved to recover carrying costs through the DSMAC for DSM- 

related capital investments. For example, A P S  was recently approved in Decision No. 

72214 (March 3, 2011) to recover carrying costs through the DSMAC for capital 

investments made by the Company related to its Home Energy Information Pilot Program. 

What is Staff‘s recommendation regarding recovery of carrying costs through the 

DSMAC? 

Staff believes that as A P S  continues to invest in Energy Efficiency and Demand Response 

at increasing levels and as these resources shift to represent a larger percentage of APS’ 

resource portfolio, these demand-side investments should receive similar treatment to 

other resources in APS’ resource portfolio, for which APS seeks recovery of its 

investment in future rate proceedings. Staff recommends that APS continue to recover 

carrying costs through the DSMAC for DSM-related capital investments made prior to the 
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filing of the Company’s 2013 DSM Implementation Plan. Beginning with the Company’s 

2013 DSM Implementation Plan filing, however, Staff recommends that carrying costs for 

DSM-related capital investments no longer be recoverable through the DSMAC but that 

APS seek recovery of those costs in its next general rate proceeding. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

W-hat purpose does a performance incentive serve? 

A performance incentive on energy efficiency investments should affect utility decision- 

making and reward the utility for achieving the most cost-effective energy savings 

available. 

Is APS’ current performance incentive structure designed to reward the Company 

for achieving the most cost-effective energy savings available? 

In theory, yes; but in practice, no. The current incentive structure essentially rewards the 

Company for attaining the prescribed savings target but not for doing so cost-effectively. 

Although programs included in the DSM portfolio are typically cost-effective, APS’  

reward has been based on a percentage of program spending. Although the Company 

could also receive a percentage of net benefits, there is no mechanism in place to ensure 

that these benefits have been achieved by the most cost-effective means possible. 

Please explain how APS’ performance incentive works in practice. 

The current performance incentive structure which was established in Decision No. 7 1448 

in paragraph 14.2 of the Settlement Agreement in the Company’s last rate case is 

displayed in the table below. 
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Q. 

A. 

Achievement Relative 

I 435% 
I 85% to 95% 

9% I 18% I 
10% I 20% I 

After determining the level of energy savings the DSM Plan will achieve relative to the 

Energy Efficiency Standard for the relevant year, the performance incentive is calculated 

as a corresponding percent of the net benefits (benefits less costs) achieved by the 

program. 

However, the level of the performance incentive is capped at a corresponding percent of 

program costs. If A P S  plans to achieve 100 percent of the Energy Efficiency Standard, for 

example, it will receive 7 percent of net benefits, capped at 14 percent of program costs 

for that year. 

What level of performance incentives has APS currently been achieving since 

implementation of the current performance incentive structure? 

The current performance incentive structure was first utilized for energy efficiency 

programs implemented in 2010. APS’ performance incentive for that year was $6,119,686, 

or 14 percent of program costs.4 For utilities nation-wide that receive a performance 

incentive, the average incentive earned is 10-1 1 percent of program spending.’ 

“Program costs” include total spending for residential and non-residential energy efficiency programs and 

Sara Hayes, et al. Carrots for Utilities: Providing Financial Returns for Utility Investments in Energy Efficiency. 
Measurement, Evaluation and Research. 

American Council for an Energy Efficient Economy, Report No. U1 1 1 (January 201 1). 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Q* 
A. 

Has APS filed a DSM Implementation Plan for 2012 (“2012 Plan”)? 

A P S  filed its proposed DSM Implenientation Plan on June 1, 2011 in Docket No. E- 

01345A-11-0232. 

What level of performance incentive did APS propose in its 2012 DSM 

Implementation Plan? 

Under the current tiered structure of APS’ performance incentive, APS proposes a 

perfonnance incentive in the amount of $9.55 million. In proposing this amount, APS has 

also proposed a portfolio of DSM programs which aim to meet 100 percent of the Energy 

Efficiency Standard for 20 i 2. This proposed performance incentive is approximately 14 

percent of the proposed program costs, which total $68,212,521, for the 2012 Plan. 

Does Staff agree with the level of the proposed performance incentive for 2012? 

No. Ignoring any other issues Staff may have with APS’ proposed 2012 Plan, keeping 

APS’ budget at the proposed level and accepting all programs as proposed such that APS 

meets 100 percent of the Energy Efficiency Standard for 2012, Staffs analysis of the 

performance incentive would lead to a performance incentive that is approximately 35 

percent lower than that proposed by APS, representing approximately 9 percent of 

program costs. 

Why is Staffs level of performance incentive lower than that proposed by APS? 

Staff and APS do not use the same inputs or methodology in calculating the present value 

societal benefits or costs for DSM programs and measures. As a result, Staffs analysis 

results in a lower level of net benefits for the 2012 Plan. Using Staffs inputs and 

methodology, APS’ performance incentive would be based on 7 percent of net benefits 

rather than the cap amount of 14 percent of program costs. 
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Q. 

A. 

What is Staff’s proposal for an energy efficiency performance incentive in this rate 

case? 

Staff proposes, in this rate case, thar APS be required to use the same inputs and 

methodology as Staff in calculating present value benefits and costs utilizing the Societal 

Cost Test, as prescribed by Arizona Administrative Code R14-2-2401, et seq, for DSM 

Jmplementation Plans filed subsequent to the Commission’s Decision in this matter. It is 

Staffs expectation that, in using the same inputs and methodology, APS’ resulting 

performance incentive will be based on a percentage of net benefits rather than a 

percentage of program costs. The more cost-effective that programs and measures are, the 

greater the net benefits will be. Staff does not, however, recommend removing the 

performance incentive cap as a percentage of program costs at this time. Staff 

recommends this as a gradual transition to better align APS’  performance incentive with 

the goal of rewarding the Company for achieving the most cost-effective energy savings 

available. 

Staff also recommends that APS’ performance incentive tiers be restricted to a maximum 

tier of savings that is greater than 105 percent of the Energy Efficiency Standard, as 

displayed in the table below. Savings goals and incentive caps that are too easily met 

invalidate the rationale for an incentive. If APS consistently achieves greater than 100 

percent of the prescribed Energy Efficiency Standard, it would no longer be extraordinary 

performance that should be rewarded but would be business as usual. Staff does not 

recommend changing the percentage of net benefits or program costs assigned to each tier. 
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Q. 
A. 

Q. 

A. 

’Does Staff have any other recommendations? 

Yes. Staff recommends that A P S  work with interested stakeholders and Staff between this 

rate case and the next to develop a performance incentive that optimizes the connection 

between energy efficiency, rates and utility business incentives and that creates a clear 

connection between the level of performance incentive and the Company’s ability to 

achieve the most cost-effective energy savings available. 

Under the current structure, A P S  is encouraged to spend more money to achieve the 

prescribed savings target for a given year. There is no encouragement for the Company to 

reach the prescribed target for the least amount of money possible. In fact, the Company 

is encouraged to achieve the savings target for the maximum level of program costs the 

Commission will approve, earning the Company higher incentives as the target increases 

year to year. 

On what metrics does Staff propose 

based? 

To steer the Company towards an incentii 

APS’ performance incentive ultimately be 

; structure that more closely ties the company’s 

reward to cost-effective energy savings, Staff suggests utilizing the following performance 

incentive metrics: 
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0 

0 

0 

Price per kWh of delivered energy efficiency; 

Benefit-cost ratio for Residential programs; 

Benefit-cost ratio for Non-Residential programs; 

Q. 

A. 

Q. 
A. 

How does Measurement, Evaluation and Research (“MER”) play a role in 

calculating the performance incentive? 

Actual kWh savings need to be verified to confirm that the proposed savings were actually 

achieved. The actual kWh savings, and whether -4PS has reached 100 percent of the 

prescribed Energy Efficiency Standard for a given year, will potentially affect which 

performance incentive tier that the Company falls into for performance incentive 

purposes. The level of kWh savings also affects the net benefits of the programs which 

could also impact APS’ performance incentive. 

Moving forward, MER results can be used to verify the cost-effectiveness and the benefit- 

cost ratios of programs and measures. Additionally, the price per kWh of delivered 

energy efficiency will vary on the actual kWhs saved versus the savings forecast in the 

DSM Implementation Plan. 

How does Staff propose APS improve MER activities? 

Staff recommends a third-party evaluation of APS’ energy efficiency programs and 

associated energy savings to verify figures reported by A P S  in its Annual DSM Progress 

Reports every five years. Staff suggests that A P S  pay for the independent evaluation to be 

conducted by an evaluator selected by Staff to ensure impartiality and independence on 

the part of the third-party evaluator. This information will help guide APS in forecasting 

the energy savings values for its energy efficiency programs and will reassure Staff that 

the values proposed by APS in its DSM Implementation Plans represent actual savings. 
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CONCLUSION 

Q. 

A. Yes, it does. 

Does this conclude your Direct Testimony? 

, 
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EXECUTIVE SUMMARY 
ARIZONA PUBLIC SERVICE COMPANY 

DOCKET NO. E-01345A-11-0224 

I Mr. Olea’s testimony supports the adoption of the Settlement Agreement (“Agreement”) 
as proposed by the Signatories in this case. This testimony describes the settlement process as 
open, candid, transparent and inclusive of all parties to this case. Mr. Olea explains why Staff 
believes this Agreement is in the public interest. 

I Mi-. Olea’s testimony recommends that the Commission adopt the Agreement as 
proposed. 
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SECTION I - INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name and business address. 

Steven M. Olea, 1200 West Washington, Phoenix, Arizona, 85007. 

By whom and in what capacity are you employed? 

I am employed by the Arizona Corporation Commission (“Commksion”) as the Director of 

the Utilities Division (“Division”). 

Please state your educational background. 

I graduated from Arizona State University (“ASU”) in 1976 with a Bachelors Degree in Civil 

Engineering. From 1976 to 1978 I obtained 47 graduate hours of credit in Environmental 

Engineering at ASU. 

Please state your pertinent work experience. 

From April 1978 to October 1978 I worked for the Engineering Services Section of the 

Bureau of Air Quality Control in the Arizona Department of Health Services (“ADHS”). My 

responsibilities were to inspect air pollution sources to determine compliance with ADHS 

rules and regulations. 

From November 1978 to July 1982 I was with the Technical Review Unit of the Bureau of 

Water Quality Control (“BWQC”) in ADHS (this is now part of the Arizona Department of 

Environmental Quality [“ADEQ’]). My responsibilities were to review water and 

wastewater construction plans for compliance with ADHS rules, regulations, and 

Engineering Bulletins. 
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From July 1982 to August 1983 I was with the Central Regional Office, BWQC, ADHS. My 

responsibilities were to conduct construction inspections of water and wastewater facilities to 

determine compliance with plans approved by the Technical Review Unit. I also performed 

routine operation and maintenance inspections to determine compliance with ADHS rules 

and regulations, and compliance with United States Environmental Protection Agency 

requirements. 

From August 1983 to August 1986 I was a Utilities Consultanwater-Wastewater Engineer 

with the Division. My responsibilities were to provide engineering analyses of Commission 

regulated water and wastewater utilities for rate cases, financing cases, and consumer 

complaint cases. I also provided testimony at hearings for those cases. 

From August 1986 to August 1990 I was the Engineering Supervisor for the Division. My 

primary responsibility was to oversee the activities of the Engineering Section, which 

included one technician and eight Utilities Consultants. The Utilities Consultants included 

one Telecommunications Engineer, three Electrical Engineers, and four Water-Wastewater 

Engineers. I also assisted the Chief Engineer and performed some of the same tasks as I did 

as a Utilities Consultant. 

In August 1990 I was promoted to the position of Chief Engineer. My duties were somewhat 

the s m e  as when I was the Engineering Supervisor, except that now I was less involved with 

the day-to-day supervision of the Engineering Staff and more involved with the 

administrative and policy aspects of the Engineering Section. 
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Q. 
A. 

Q. 
A. 

In April 2000 I was promoted to the position of one of two Assistant Directors of the 

Division. In this position I assisted the Division Director in the policy aspects of the 

Division. I was primarily responsible for matters dealing with water and energy. 

In August 2009 I was promoted to my present position as Director of the Utilities Division. 

In this position I manage the day-to-day operations of the Utilities Division with the 

assistance ,of the Utilities Division Assistant Director and oversee the management of the 

Division's Telecom & Energy Section, the Financial & Regulatory Analysis Section, the 

Consumer Services Section, the Engineering Section and the Administrative Section. In 

addition, I am responsible for making policy decisions for the Division. 

In early 2010 I was given the task of being the Interim Director for the Commission's Safety 

Division (Railroad and Pipeline). The day-to-day activities of the Safety Division are 

overseen by the managers of the Railroad Safety Section and the Pipeline Safety Section with 

input fi-om me. Together with the Commission's Executive Director, I am responsible for the 

policy decisions for the Safety Division. 

What is the purpose of your testimony in this case? 

The purpose of my testimony is to support the Proposed Settlement Agreement 

("Agreement"). I will also provide testimony which addresses the settlement process, 

public interest benefits and general policy considerations. 

Did you participate in the negotiations that led to the execution of the Agreement? 

Yes, I did. 
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Q. 

A. 

How is your testimony being presented? 

My testimony is organized into five sections. Section I is this introduction, Section I1 

provides discussion of the settlement process, Section I11 discusses the various parts of the 

Agreement, Section IV identifies and discusses the reasons why the Agreement is in the 

public interest and Section V addresses general policy considerations. 

Q. 

A. 

Will there be other Staff witnesses providing testimony in this case? 

Yes. Mr. Howard Solganick will be providing testimony to explain the Lost Fixed Cost 

Recovery (“LFCR’) mechanism. In addition, all Division Staff (“Staff’) witnesses that 

filed Direct Testimony prior to the Agreement will be available if the Commission has 

questions for them. 

SECTION I1 - SETTLEMENT PROCESS 

Q. 

A. 

Please discuss the settlement process. 

The settlement process was open, transparent and inclusive. All parties received notice of 

the settlement meetings and were accorded an opportunity to raise, discuss, and propose 

resolution to any issue that they desired. 

Q. 

A. 

Over what period did the Settlement meetings take place? 

Large group Settlement meetings relating to revenue requirement, decoupling, LFCR 

mechanism, energy efficiency programs and rate design, began in late November, 2011 

and continued until the Settlement Agreement was filed on January 6, 2012. In addition, 
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~ 

Q. 
A. 

Q. 
A. 

Who participated in those meetings? 

The following parties were participants in some or all of the meetings: Arizona Public 

Service Company (“APS” or “Company”); the Residential Utility Consumer Office 

(“RUCO”); the Arizona Investment Council (“AIC”); the Southwest Energy Efficiency 

Project (“SWEEP”), Cynthia Zwick, Tucson Electric Power Company (“TEP”), the 

Natural Resources Defense Council (“RDC”), Federal Executive Agencies (,‘,EA”), 

Kroger Co. (“Kroger”), Freeport-McMoRan Copper & Gold Inc. (“Freeport-McMoRan”), 

Arizonans for Electric Choice and Competition (“AECC”), Wal-Mart Stores, Inc. and 

Sam’s West, Inc. (“Wal-Mart”), IBEW Locals 387, 640, 769 (“IBEW’), AzAg Group 

(“AzAG’), Arizona Competitive Power Alliance (“AzCPA”), American Association of 

Retired Persons (“AARP”), Arizona Association of Realtors (‘‘M’), Southwestern 

Power Group 11, LLC (“SWPG”), Bowie Power Station, LLC (“Bowie”), Noble Americas 

Energy Solutions, LLC (“Noble”), Constellation NewEnergy, Inc. (“Constellation”), 

Direct Energy, LLC (“Direct”), Shell Energy North America (US), L.P. (“Shell”), Western 

Resource Advocates (“WRA”), Intenvest Energy Alliance, the Gilbert and Wickenberg 

municipalities, the Arizona School Board Association (“ASBA”), Arizona Association of 

School Board Officials (“AASBO”) and Staff. 

Could you identify some of the diverse interests that were involved in this process? 

Yes. The diverse interests included Staff, RUCO, APS, an investment council, consumer 

representatives including AARP, demand-side management (“DSM’))/energy efficiency 

advocates, low-income consumer advocates, renewable energy advocates, realtors, labor 

unions, largehndustrial users, competitive power producers and the mines. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

How many of these parties executed the Agreement? 

The Agreement was signed by all participants with the exception of WRA, SWEEP, 

NRDC, Intenvest Energy Alliance, the municipalities of Gilbert and Wickenberg, ASBA 

and AASBO. In addition, Ms. Barbara Wyllie-Pecora (“Wyllie-Pecora”) signed the 

Agreement. 

Was there an opportunity for all issues to be discussed and considered? 

Yes, each party had the opportunity to raise and have its issues considered. 

Were the Signatories able to resolve all issues? 

Yes, the Signatories were able to resolve and reach agreement on all issues. 

How would you describe the negotiations? 

I believe that all participants zealously advocated and represented their interests. I would 

characterize the discussions as candid but professional. While acknowledging that not all 

parties executed the Agreement, I must re-emphasize that all parties had the opportunity to 

be heard and to have their issues fairly considered. 

Would you describe the process as requiring give and take? 

Yes, I would. As a result of the varied interests represented in the settlement process, a 

willingaess to compromise was necessary. As evidenced in the Agreement, the 

Signatories compromised on what could be described as vastly different litigation 

positions. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Because of such compromising, do you believe the public interest was compromised? 

No. As I will discuss later in this testimony, I believe that the compromises made by the 

Signatories further the public interest. 

Mr. Olea, you have indicated that the Agreement incorporates diverse interests 

including those of low-income customers, residential customers, large 

commercialhdustrial customers, energy efficiency advocates, renewable energy 

advocates, the Company and the investment community. Please discuss how the 

Agreement addresses the diverse interests of these entities. 

In the Agreement, there are specific provisions which address many of the concerns 

expressed by the various interests. For example, the low-income customer issues are 

addressed in Section XIV. Another example is Section E, which addresses the interests 

of those concerned about promoting energy efficiency and the LFCFUopt-out provision. 

Section VI11 addresses renewable energy. Section X of the Settlement Agreement 

addresses the rate treatment related to any acquisition by A P S  of Southern California 

Edison’s share of Four Corners units 4 and 5. Section XI addresses the environmental 

improvement surcharge. Section XI1 provides a cost recovery methodology for APS on 

the issue of property tax. Section XV addresses APS’s Schedule 3 (line extensions). 

Section XVI deals with the bill format, and Section XVII addresses issues pertinent to 

large customers. 

What is the revenue increase and cost of equity requested by the Company? 

A P S  requested a net increase in base rates of $95.5 million, which included a requested 

cost of equity of 1 1 .O percent.’ 

’ See, e.g., APS’ Application filed June 1,201 1, Schedules A-1 and D-1, respectively. 
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Q. 

A. 

What is the revenue increase and cost of equity recommended by the settling parties? 

The settling parties recommend an overall zero net base rate increase, which includes a 

10.0 percent cost of equity.2 

SECTION I11 - SETTLEMENT AGREEMENT 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please describe Part I of the Agreement. 

Part 1 is a general description of the settlement process and the Agreement itself, which 

also includes a brief description about why Staff believes that the terms of the Settlement 

Agreement are just, reasonable, fair and in the public interest. 

Please describe Part I1 of the Agreement. 

In Part 11 of the Agreement A P S  agrees not to file its next general rate case prior to May 

31, 2015. A P S  further agrees that no new base rates resulting from A P S ’ s  next general 

rate case will be effective before July 1, 2016. This provision of the Agreement is to 

ensure rate stability for APS’s  customers while providing adequate revenue to the 

Company that is fair, just and reasonable and that will allow APS to provide safe and 

reliable electric services. 

Please describe Part I11 of the Agreement. 

This section of the Agreement addresses the base rate increase to ApS’s  customers. The 

Signatories agreed that APS should receive a base rate increase of zero dollars (“revenue 

requirement”). This is comprised of (1) a non-fuel base rate increase of $1 16.3 million, 

which includes providing for a return on and of plant that is in service as of March 3 1, 

2012 (“Post-Test Year Plant”); (2) a fuel base rate decrease of $153.1 million; and (3) a 

* See, e.g., the Proposed Settlement Agreement filed January 5,2012, at paragraphs 1.5, 3.1 and 5.2. 
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transfer of cost recovery from the Renewable Energy Surcharge (,RES”) to base rates 

described in Paragraph VI11 of the Settlement Agreement. 

Q* 
A. 

Q. 
A. 

Q. 
A. 

Please discuss Part IV of the Agreement. 

When new rates become effective, customers will have, on average, a zero percent bill 

impact or less. This zero percent or slightly negative bill impact will be achieved by 

allowing the negative credit that exists in the Company’s Power Supply Adjustor (“PSA”) 

to continue until February 1, 2013, at which time it will reset. The annual 4 mill cap will 

be applied after the impact of the expiration of the then-current PSA credit. The zero 

percent bill impact will continue for the remainder of 20 12. Commission-approved 

adjustors (including the possibility of a Four Comers rider pursuant to paragraph 10.3) 

may increase customer bills after December 3 1,2012. 

Please describe Part V of the Agreement. 

A capital structure comprised of 46.06 percent debt and 53.94 percent common equity is 

proposed. 

A return on common equity of 10.0 percent and an embedded cost of debt of 6.38 percent 

are proposed. 

A fair value rate of return of 6.09 percent, which includes a return on the fair value 

increment of 1 .O percent, is proposed. 

Please describe Part VI of the Agreement. 

This section deals with depreciation and nuclear decommissioning. APS’s proposed 

depreciation rates are adopted, except for metering. This section also calls for A P S  to 
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Q. 
A. 

make a filing to reduce its Systems Benefit charge once Palo Verde Unit 2 

decommissioning is fully b d e d ,  which should occur prior to 20 16. 

Please describe Part VI1 of the Agreement. 

Part VI1 addresses the Power Supply Adjustor (“PSA”). The Signatories agree that the 

base fuel rate shall be lowered from $0.037571 per kWh, as set in Commission Decision 

No. 71448, to $0.032071 per kWh. This change shall take effect on the effective date of 

the new rates contained in this Agreement, in accordance with the current approved Plan 

of Administration for the PSA. 

The Signatories further agree that, for purposes of this case, APS will withdraw its request 

to recover through the PSA the cost of chemicals required for environmental compliance 

at APS’s  power plants, and APS shall not raise this request before its next general rate 

case. 

Also, the Signatories agree that the 90/10 sharing provision in APS’s PSA should be 

eliminated. The Signatories further agree that the PSA should be modified to require A P S  

to apply interest on the PSA balance annually, rather than monthly, at the following rates: 

any over-collection existing at the end of the PSA year will accrue interest at a rate equal 

to the Company’s authorized ROE or APS’s then-existing short term borrowing rate, 

whichever is greater, and will be refunded to customers over the following 12 months; any 

under-collection existing at the end of the PSA year will accrue interest at a rate equal to 

the Company’s authorized ROE or APS’s then-existing short term borrowing rate, 

whichever is less, and will be recovered from customers over the following 12 months. 

APS may, at any time during the PSA year, request to reduce the PSA rate through the 

Transition Component. 
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Q. 
A. 

To incent prudent fuel and power procurement and use, APS shall be subject to periodic 

audits. The first audit shall be for calendar year 2014. Commission Staff shall select a 

consultant to perform this audit and subsequent audits. Each audit shall be funded by APS 

in an amount not to exceed $100,000 per audit. A P S ’ s  PSA has been modified to reflect 

these changes. (Attachment C of the Agreement) 

Please describe Part VI11 of the Agreement. 

This section of the Settlement Agreement addresses on an ongoing basis how and when 

A P S  will collect the costs associated with certain APS-owned renewable energy projects 

through the RES. 

A P S  currently collects the costs associated with certain APS-owned renewable energy 

projects through the RES. Consistent with the treatment of other Post-Test Year Plant 

adopted in this Agreement, the portion of those renewable projects that have been closed 

to plant in service as of March 31, 2012, shall be rate based and recovery of those costs 

shall be accomplished through base rates. 

The Signatories also agree that, effective with the date of the Commission’s order in this 

matter, the capital carrying costs for any APS renewable energy-related capital 

investments shall not be recovered through the RES adjustor, except that capital carrying 

costs for renewable energy-related capital investments that A P S  makes in compliance with 

Commission Decision No. 71448 shall be recovered in the RES adjustor unless and until 

specifically authorized for recovery in another adjustor or in base rates. 

The Signatories believe that this provision of the Agreement will provide the Commission 

with greater flexibility in setting RES adjustor rates and related caps by eliminating the 
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requirement established in Decision No. 67744 that any changes to RES charges and caps 

must be allocated between customer classes according to certain set proportions. 

Q. 
A. 

Q. 
A. 

Please describe Part IX of the Agreement. 

This section of the Agreement addresses the energy efficiencyLFCWopt-out residential 

ratellarge general service customer exclusion. In general, the LFCR provides for APS to 

recover certain fixed costs that it would not otherwise recover due to Commission 

mandates regarding energy efficiency and renewable energy. As stated earlier in my 

testimony, Mr. Howard Solganick will be Staffs witness on this issue. The LFCR Plan of 

Administration is appended to the Agreement as Attachment F. 

Part IX of the Agreement also addresses changes to the DSM Adjustment Clause, 

modifications to APS’s  Energy Efficiency Performance Incentive Structure and an 

independent evaluation to be paid for by APS up to $100,000 to analyze APS’s DSM 

programs and energy savings. The DSM Adjustment Clause Plan of Administration shall 

be modified to reflect the terms of t h s  Agreement as set forth in Attachment G. 

Please describe Part X of the Agreement. 

This section of the Settlement Agreement is meant to address the process and timing of 

how the Commission may treat APS’s acquisition of Southern California Edison’s 

(“SCE”) units 4 and 5. In Docket No. E-O1345A-104474, A P S  has sought Commission 

permission to pursue acquisition of SCE’s current ownership interest in Four Corners 

Units 4 and 5 and to retire Four Corners Units 1-3 (the “proposed Four Comers 

transaction”). 
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The Agreement provides for this rate case docket to remain open for the purpose of 

allowing A P S  to file a request, no later than December 31, 2013, to adjust its rates to 

reflect the proposed Four Corners transaction, should the Commission allow A P S  to 

pursue the acquisition and should the transaction thereafter close. Specifically, APS may 

file an application with the Commission seeking to reflect in rates the rate base and 

expense effects associated with the acquisition of SCE’s share of Units 4 and 5, the rate 

base and expense effects associated with the retirement of Units 1-3, and any cost deferral 

authorized in Docket No. E-01345A-10-0474. A P S  shall also be permitted to seek 
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authorization to amend the PSA Plan of Administration to include in the PSA the post- 

acquisition Operations and Maintenance expense associated with Four Corners Units 1-3 

as a cost of producing off-system sales until closure of Units 1-3, provided that such costs 

do not exceed off-system sales revenue in any given year. APS’s rates shall be adjusted 

only if the Commission finds the Four Comers transaction to be prudent. 

The Signatories have agreed not to raise any issues in the rate adjustment proceeding other 

than those specifically described in Section 10.2. The Signatories have further agreed to 

use good faith efforts to process this rate adjustment request within a reasonable time. 

If, at any time, APS determines that the Four Corners Transaction will not close, it shall 

inform the Commission and the Signatories by filing a Notice to that effect in this Docket. 

Q. 

A. 

Please describe Part XI of the Agreement. 

In tlxs section, A P S  agrees to withdraw its request for approval of its proposed 

Environmental and Reliability Account (“ERA”) mechanism, and further agrees not to 

raise this request before its next general rate case. 
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authorization to amend the PSA Plan of Administration to include in the PSA the post- 

acquisition Operations and Maintenance expense associated with Four Corners Units 1-3 

as a cost of producing off-system sales until closure of Units 1-3, provided that such costs 

do not exceed off-system sales revenue in any given year. APS’s rates shall be adjusted 

only if the Commission finds the Four Comers transaction to be prudent. 

The Signatories have agreed not to raise any issues in the rate adjustment proceeding other 

than those specifically described in Section 10.2. The Signatories have further agreed to 

use good faith efforts to process this rate adjustment request within a reasonable time. 

If, at any time, APS determines that the Four Corners Transaction will not close, it shall 

inform the Commission and the Signatories by filing a Notice to that effect in this Docket. 

Q. 

A. 

Please describe Part XI of the Agreement. 

In tlxs section, A P S  agrees to withdraw its request for approval of its proposed 

Environmental and Reliability Account (“ERA”) mechanism, and further agrees not to 

raise this request before its next general rate case. 
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This section also provides that APS shall implement a revised version of the existing 

Environmental Improvement Surcharge (“EIS”). As amended, APS shalI no longer receive 

customer dollars through the EIS to pay for government-mandated environmental controls. 

However, when APS invests capital to fund any government-mandated environmental 

controls, the EIS will recover the associated capital carrying costs, subject to a cap equd 

to the charge currently in place for the EIS. Adjustments to the EIS shall become effective 

each April 1 st unless Staff requests Commission review or unless otherwise ordered by the 

Commission. APS will not request a change in the rate cap prior to its next general rate 

case. 

APS will be held responsible for demonstrating that the environmental controls were 

government-mandated and represented a reasonable and prudent option available to the 

Company at that time sufficient to meet the environmental requirements. 

The existing EIS will be reset to zero on the effective date of the new rates contained in 

this Agreement. 

Q. 
A. 

Please describe Part XI1 of the Agreement. 

This section of the Agreement provides that APS shall be allowed to defer for hture 

recovery, in accordance with the provisions of Accounting Standards Codification 

(“ASC”] 980 (formerly SFAS No. 711, the following portions of Arizona property tax 

expense above or below the test year level of $141.5 million caused by changes to the 

applicable Arizona composite property tax rate (not changes in the assessed value of 

property) : 

(a) When the property tax rate increases: 
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0 For 2012: 25 percent (prorated with an assumed July 1 rate effective date); 

0 For 2013: 50 percent; and 

0 For 2014 and all subsequent years: 75 percent. 

) When the property tax rate decreases: 100 percent in all years. 

No interest shall be applied to the deferred balance. 

Q. 
A. 

Beginning with the effective date of the Commission decision resulting fi-om APS’s next 

general rate case, any final property tax rate deferral that has a positive balance will be 

recovered from customers over 10 years and any deferral that has a negative balance will 

be refunded to customers over 3 years. 

The Signatories reserve the right to review APS’s property tax deferrals for 

reasonableness and prudence such that the deferrals can be recognized in accordance with 

the provisions of ASC-980. 

Please describe Part XI11 of the Agreement. 

Part XI11 of the Agreement provides that the level of transmission costs presently in APS’s 

base rates will remain in base rates until further order of the Commission. 

The annual TCA adjustment will become effective June 1 of each year without the need 

for affirmative Commission approval, unless Staff requests Commission review or unless 

otherwise ordered by the Commission. 

A P S  shall file a notice with Docket Control that includes its revised TCA tariff, along with 

a copy of its FERC information filing of its annual update of transmission service rates 
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pursuant to its Open Access Transmission tariff (“OATT”). This notice shall be filed with 

the Commission by May 15 of each year. 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Please describe Part XIV of the Agreement. 

In Section 16.3 of the 2009 Settlement, A P S  committed to augment the bill assistance 

program approved in Decision No. 69663 by funding $5 million to assist customers whose 

incomes exceed 150 percent of the Federal Poverty Income Guidelines but are less than or 

equal to 200 percent of the Federal Poverty Income Guidelines. This section of the 

Agreement provides that any funds remaining of that $5 million funding requirement may 

be used to assist customers whose incomes are less than or equal to 200 percent of the 

Federal Poverty Income Guidelines. 

The Agreement also provides that the PSA and DSMAC adjustor rates shall apply to low- 

income customers. The billing method for low income customers shall be simplified by 

transferring customers to their corresponding non-low income rate schedule and applying 

the PSA and DSMAC rate schedules to those bills, but then applying a discount to the 

total bill. 

Please describe Part XV of the Agreement. 

This section of the Agreement addresses the line extension issue. Version 12 of Service 

Schedule 3, as approved in Decision No. 72684 (November 18, 2011), shall become 

effective on the date that rates from this case become effective. 

Please describe Part XVI of the Agreement. 

This section of the Agreement provides that within 90 days following approval of the 

Agreement, A P S  will initiate stakeholder meetings to address issues related to the APS 
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bill presentation with a goal of making the bill easier for customers to understand. APS 

shall thereafter file an application with the Commission for any authorization needed to 

modify its bill presentation. Such application shall explain how the A P S  bill presentation 

proposal reflects the input of stakeholders during the stakeholder meeting process. 

Q. 
A. 

Please describe Part XVII of the Agreement. 

This section of the Agreement describes the Company’s proposed Experimental Rate 

Schedule AG-1, (as modified through negotiations) a buy-through rate for large 

commercial and industrial customers, which is capped at 200 MW under the Agreement. 

Proposed Experimental Rate Schedule AG-1 does not address the subject of retail electric 

competition. 

A P S  shall make commercially reasonable efforts to eliminate or mitigate all unrecovered 

costs resulting from the AG-1 experimental program established in this docket. If there are 

any lost fixed generation costs related to the AG-1 experimental rate, in its next general 

rate case, APS shall provide testimony that explains why it was unable to eliminate all lost 

fixed generation costs. Because AG- 1 is an experimental program that may benefit certain 

General Service customers, and because residential customers cannot participate in the 

program, any APS proposal in APS’s next general rate case that seeks to collect lost fixed 

generation costs related to the AG-1 experimental rate shall not propose to recover such 

costs from residential customers. 

A P S  shall withdraw its request to establish Service Schedule 9, an economic development 

service schedule. In its place, A P S  is authorized to pursue economic development 

opportunities through the use of Commission-approved special contracts. 
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The remaining rate design issues presented by this case should be resolved as set forth in 

Attachment K to the Agreement. 

SECTION IV - PUBLIC INTEREST 

Q. 
A. 

Q. 

A. 

Mr. Olea, is the Agreement in the public interest? 

Yes, in Staffs opinion, the Agreement is fair, balanced, and in the public interest. 

Would you summarize the reasons that lead Staff to conclude that the Agreement is 

fair, balanced, and in the public interest? 

This Agreement results in a settlement package that addresses APS’s needs while 

balancing those needs with terms and conditions that provide customer benefits, such as: 

an overall zero dollar base rate increase; 

a zero percent bill impact for the remainder of 2012 (Commission-approved 

adjustors, including the possibility of a Four Comers rider pursuant to paragraph 

10.3 of the Agreement, may increase customer bills after December 3 1,20 12); 

a four-year rate case stay out, in whch A P S  agrees not to raise base rates as a result 

of any new general rate case filing prior to July 1,20 16; 

a buy-through rate for industrial and large commercial customers; 

a narrowly-tailored Lost Fixed Cost Recovery (“LFCR’) mechanism that supports 

energy efficiency (“E,”) and distributed generation (“DG”) at any level or pace set 

by t h  Commission; 

an opt-out rate design for residential customers who choose not to participate in the 

LFCR; 

a process for simplifling customers’ bill format; and 

bill assistance for additional low income customers, at shareholder expense. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Mr. Olea, do you believe that the Agreement results in just and reasonable rates for 

consumers? 

Yes. In its rate application, customers will experience an average zero percent bill impact 

or a slight rate decrease when new rates become effective. 

Please discuss how the Agreement is fair to the utility. 

The revenue recommended will provide APS with adequate fimds to provide reliable and 

safe service, while at the same time ensuring the financial health of the Company. The 

LFCR mechanism will also improve APS’s revenue stability, which will have a positive 

impact on its financial profile and credit ratings. 

Mr. Olea, what was Staffs goal when it agreed to be a Signatory to the Agreement? 

The primary goal of Staff in this matter, as in all rate proceedings before the Commission, 

is to protect the public interest by recommending rates that are just, fair and reasonable for 

both the ratepayers and the Company. Staff believes it has accomplished this by 

reviewing the facts presented and making the appropriate recommendations to the 

Commission for its consideration, which will balance the interests of the Company and the 

ratepayers, by promoting the Commission’s desire to ensure that the Company has the 

tools and financial health to provide safe, adequate and reliable service, while complying 

with Commission requirements at just and reasonable rates. 

SECTION V - POLICY CONSIDERATIONS 

Q. Mr. Olea, what were the major policy considerations the parties had to deal with in 

this Docket? 

I believe there was one major policy consideration that Staff and other Signatories had to 

address in order to balance the interests of all parties. The Commission, in Docket Nos. E- 

A. 



r 
L 

L 

c 

c 

1 

5 

1( 

11 

1: 

1: 

1( 

1‘ 

1: 

I! 

21 

2 

2 

2 

Testimony of Steven M. Olea 
Docket No. E-O1345A-11-0224 
Page 20 

000005-08-03 14 and G-00000C-08-03 14, issued its Policy Statement Regarding Utility 

Disincentives to Energy Efficiency and Decoupled Rate Structures (“Policy Statement”). 

The Policy Statement did not adopt a requirement or mandate a specific revenue 

decoupling mechanism, but noted that utilities may file a proposal for decoupling or an 

alternative mechanism for addressing disincentives, in their next general rate case. 

Q. 
A. 

Q. 
A. 

Please describe the Company’s decoupling proposal. 

In its rate application, the Company’s proposed to establish an Efficiency and 

Infrastructure Account (“EIA”) mechanism that focused on recovering fixed revenue per 

customer on an annual basis. APS’s proposed EIA excluded fuel and transmission 

charges because those areas are already subject to an adjustment mechanism or annual 

formula. The Company’s proposed EIA would have to include all customer classes except 

for street lighting, m e t e r e d  accounts and merchant generation station power. For 

calculation purposes, the EIA proposal used two classes, residential and the applicable 

remaining non-residential customers, or “super” classes for identification. 

What was Staffs recommendation on this issue in its Direct Testimony? 

In lieu of the Company’s proposal, Staff recommended that a LFCR mechanism be 

adopted which in general provides for APS to recover certain fixed costs that it would not 

otherwise recover due to Commission mandates regarding energy efficiency and 

renewable energy. The LFCR mechanism Staff recommended focuses specifically on the 

portion of the distribution revenue affected by the Company’s compliance with its EE and 

DG plans. In addition, the LFCR mechanism is based upon information readily available 

within the Company’s Test Year filing, updated to reflect the results of this case. The 

mechanism recognizes the impact on the Company due to energy efficiency and 

distributed generation and recovers only the fixed costs that the Company actually loses 
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(distribution) as opposed to all of the Company’s non-variable costs. 

continues to retain its weather and economic risks. 

The Company 

Q. 
A. 

Q. 
A. 

Q. 
A. 

How does the Settlement Agreement address these issues? 

The Settlement Agreement proposes an LFCR mechanism similar to that proposed by 

Staff. The Agreement also provides an opt-out rate for residential customers who choose 

to opt-out of the LFCR mechanism. 

Is there anything else you would like to add regarding the Agreement? 

I would like to reiterate that the settlement discussions were transparent, candid, 

professional and open to all parties in this docket. All parties were allowed to openly 

express their views and opinions on all issues. I believe the Settlement Agreement is in 

the public interest. 

Does this conclude your testimony? 

Yes. 
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SECTION I - INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name and business address for the record. 

My nanie is Steve Olea, and my business address is 1200 West Washington Street, 

Phoenix, Az. 85007. 

Are you the same Steve Olea who pre-filed testimony on January 18,2012? 

Yes. 

What is the purpose of the testimony that you are providing at this time? 

This testimony is intended to respond to certain statements made in the filings of other 

parties. 

SECTION I1 - RATE CASE MORATORIUM 

Q. 
A. 

Q. 

A. 

Please discuss the Base Rate Stability provision of the Settlement Agreement. 

Part I1 of the Settlement Agreement contains a Base Rate Stability provision that provides 

for a period of base rate stability for APS. Specifically, the Base Rate Stability provision 

states that APS will not file its next general rate case prior to May 3 1, 201 5. Further, APS 

agrees that no new base rates resulting from APS's next general rate case will be effective 

before July 1 , 20 16. 

How important was it to Staff to have this Base Rate Stability provision in the 

Settlement Agreement? 

Having this Base Rate Stability provision in the Agreement was critically important to 

Staff as a means of balancing the interests of customers while providing A P S  with 

adequate revenue to allow the Company to provide safe and reliable service at rates that 

are fair, just, and reasonable. 
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Q. 

A. 

Q* 

A. 

Q. 

A. 

Which parties have filed testimony in partial opposition to the Settlement 

Agreement? 

The Southwest Energy Efficiency Project (“SWEEP”) and the National Resources 

Defense Council (“NRDC”) have both filed testimony in partial opposition to the 

Settlement Agreement because they would both rather have full decoupling implemented 

at this time rather than the Lost Fixed Cost Recovery (“LFCR”) mechanism that is 

provided for in the Settlement Agreement.’ However, only SWEEP has filed testimony 

opposing the Base Rate Stability provision contained in Part I1 of the Settlement 

Agreement. SWEEP witness Schlegel’s January 18, 2012 testimony in partial opposition 

to the Settlement Agreement, at pages 6-7, recommends shortening the Base Rate Stability 

provision to three years. 

How do you respond to SWEEP’S criticisms of the proposed four-year rate case 

moratorium? 

SWEEP attempts to characterize the moratorium as limiting the Commission’s ability to 

develop policy between rate cases. I respectfully disagree because of the design of the 

LFCR. 

How does the design of the LFCR enable the Commission to change policy between 

rate cases? 

The LFCR is designed to allow APS to recover fixed costs that are nor recovered due to 

reductions in volumetric sales required by the Commission’s energy efficiency 

requirements or distributed generation requirements. If the Comrnissim were to increase 

the requirements under these programs, the LFCR would provide for APS to recover the 

lost fixed costs attributable to the increased requirements. By contrast, if the Commission 

Staff witness Mr. Howard Solganick responds to the SWEEP and NRDC opposition to the LFCR provisions in the 
Settlement Agreement. 
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were to reduce or eliminate these requirements, the LFCR would appropriately decrease to 

correspond to the new requirements. In summary, the LFCR provides the Commission 

with flexibility to change these program requirements while at the same time providing 

APS an opportunity to recover its lost fixed costs due to these programs. 

Q. 

A. 

Q. 
A. 

Does the proposed Settlement Agreement propose that APS may not seek rate relief 

under any circumstances during the moratorium? 

No. The proposed -4greement contains a provision that allows A P S  to seek rate relief in 

circumstances that would constitute an emergency. I would note that APS has not been 

reluctant to seek emergency rate relief, having sought such relief both in 2006 and 2009. 

The proposed Agreement defines “emergency” as “an extraordinary event that, in the 

Commission’s judgment, requires base rate relief in order to protect the public interest.” It 

goes on to state that neither A P S  nor any signatory is precluded “from petitioning the 

Commission to examine the reasonableness of APS’s rates . . . in the event of significant 

developments that materially impact the financial results expected under . . . this 

Agreement.” Finally, the proposed Agreement provides that “[nlothing in this provision is 

intended to limit the Commission’s ability to change rates at any time pursuant to its 

lawful authority.” 

Is there a benefit to customers from a rate-case moratorium? 

Yes. Over the past few years, AF’S has filed a n m b e r  of rate cases (e.g. 2005 settlement, 

2006 emergency case, 2007 litigated case, 2009 emergency case, 2009 settlement). Under 

these circumstances, customers would benefit from a period of rate stability, and the four- 

year rate case moratorium is intended to achieve such stability. On the other hand, the 

Commission is not precluded from changing rates if necessary to protect the public 
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interest. In my opinion, the proposed Agreement strikes the right balance between these 

interests. 

Q. 
A. 

What does Staff recommend? 

Staff recommends that SWEEP’S recommendations in partial opposition to the Settlement 

Agreement as they affect the Base Rate Stability provision contained in Part I1 of the 

Agreement be rejected. Part I1 of the Settlement Agreement provides substantial benefits 

in the form of regulatory certainty and rate stability and should stand as written, without 

any of the alterations proposed by SWEEP. 

SECTION I11 - PERFORMANCE INCENTIVE 

Q. 

A. 

Q. 
A. 

Does SWEEP address the performance incentive provided in the Settlement 

Agreement? 

Yes. The Settlement Agreement proposes some modifications to APS’s current 

performance incentive. It also proposes to initiate a stakeholder process for developing a 

new performance incentive by December 31, 2012. SWEEP would like to speed up the 

timetable for developing the new performance incentive. Specifically, SWEEP 

recommends that the stakeholder process begin now so that the new performance 

incentive can be developed by the middle of 2012. 

How does Staff respond to SWEEP’S proposal? 

Staff cannot support SWEEP’S proposal, primarily because of resource constraints. Staff 

works hard to process the myriad of cases that comes before the Commission on a regular 

basis. In recent years, Staff has had to contend with both a growing case load and a 

shrinking amount of Staff resources. The timing set forth in the proposed Agreement for 



i 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Responsive Testimony of Steven M. Olea 
Docket No. E-01345A-11-0224 
Page 5 

the development of the new performance incentive provides a schedule that Staff believes 

it can meet. 

Q. 

A. 

Q. 
A. 

Are there other considerations that make it impractical to develop a new 

performance incentive by the middle of 2012? 

Yes. As a practical matter, the timing that SWEEP requests is inconsistent with the 

anticipated completion date (July of 2012) for this case. 

What does Staff recommend? 

Stzff recommends that the Commission reject SWEEP’S proposals and adopt the 

performance incentive provisions of the proposed Settlement Agreement as written. 

SECTION IV - THE BILL IMPACT OF THE PROPOSED SETTLEMENT 

Q. 

A. 

Q. 
A. 

Have any parties specifically addressed the bill impacts of the proposed Settlement 

Agreement? 

Yes, APS filed a letter on January 9, 2012 regarding the bill impact of the proposed 

settlement. I would like to provide Staffs description of the Settlement Agreement’s 

treatment of base rates and the corresponding bill impacts. 

Doesn’t the proposed Settlement provide for a zero dollar increase to base rates? 

Yes, that is what is provided by Paragraph 3.1 of the Settlement Agreement. The sum of 

the non-fuel base rate increase ($116.3 million) and the base rate increase attributable to 

rate basing certain APS-owned renewable energy assets (approximately $3 6.8 million) is 

equal to the fuel-related base rate decrease of $153.1 million. The impact to base rates is 

zero. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

If there is no increase to base rates, why does APS’ January 9, 2012 letter discuss 

impacts to customer bills? 

There are two reasons why customer bills could experience bill impacts: 1) the PSA 

surcharge is currently a credit to customer bills; and 2) APS’ various adjustors, including 

the PSA, will reset in early 2013. The impacts of these two factors result in various bill 

impacts, even though base rates are not increased. 

Please elaborate on the PSA surcharge credit and how that would impact customer 

bills. 

The PSA surcharge is currently a credit, so base rates are currently reduced by the amount 

of that credit. However, when base rates are reset as a result of new rates going into 

effect, the PSA credit would be eliminated. In other words, establishing a new base cost 

of fuel and purchased power in base rates usually involves resetting the PSA to zero. In 

this case, that would mean eliminating the current PSA credit. Although the proposed 

Settlement Agreement provides for no increase to base rates, the elimination of the PSA 

credit in 20 13 will result in an increase on customer bills. 

Doesn’t the Settlement Agreement provide for a zero bill impact? 

Yes, the proposed Agreement achieves a zero or slightly negative bill impact for the 

remainder of 2012 by continuing the PSA credit, instead of resetting it to zero when the 

base cost of fuel and purchased power is reset in base rates. In essence, APS has agreed to 

delay recovery of a portion of its fuel and purchased power costs until early 2013. 

Paragraph 4.1 of the proposed Agreement provides for a zero bill impact until February of 

2013, at whch time APS’  PSA will be reset in order to true-up its recovery of fuel and 

purchased power expenses. This reset is an ordinary feature of A P S ’  existing PSA Plan of 

Administration. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Does the proposed Agreement provide for any special accommodations for the 2013 

February PSA reset? 

Yes. APS’ PSA Plan of‘ Administration limits changes in the PSA to a 4-mill cap. In 

other words, APS’ PSA may not ordinarily increase more than 4 mills per year. The 

Settlement Agreement proposes to apply the 4-mill cap only after the calculation of the 

impact of continuing the PSA credit has been calculated. This will serve to eliminate any 

under-recovery of fuel and purchased power costs attributable to continuing the PSA 

credit (to be reset in February 2012) through the remainder of 2012. 

Will customer bills be impacted by the various resets associated with APS’ other 

adjustor mechanisms in 2013? 

Yes. In addition to the PSA, APS has other adjustor mechanisms, such as the Renewable 

Energy Surcharge (“RES”) and the Demand Side Management Adjustor Surcharge 

(“DSMAC”). These existing adjustors will also reset in 2013, and there will be a 

corresponding bill impact (probably an increase) due to these resets. In addition, the 

Settlement Agreement proposes the LFCR, which is designed to go into effect in March of 

2013. 

Are there customer benefits associated with maintaining a zero bill impact through 

the remainder of 2012? 

Yes. The most obvious benefit is that customers will not experience an increased bill (due 

to the elimination of the PSA credit) in the summer when customer usage is typically high. 

Another benefit is that the frequency of bill impacts will be decreased; in other words, 

instead of having multiple bill impacts associated with the reset of fuel and purchased 

power costs (one in July of 2012 and another in February of 2013), there will be one (in 

February of 2013) when the PSA normally resets. 
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Q. 
A. 

Q- 
A. 

Does Staff have a recommendation? 

Stdf recommends that the Commission adopt the Settlement Agreement as proposed. The 

Agreement provides substantial benefits for APS, its ratepayers, and the various other 

parties to this proceeding. 

Does this conclude your Responsive Testimony? 

Yes. 
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EXECUTlVE SUMMARY 
ARIZONA PUBLIC SERVICE COMPANY 

DOCKET NO. 3-01345A-11-0224 

My testimony reviews the details, and implementation of the Lost Fixed Cost Recovery 
(“LFCR”) mechanism proposed in the Settlement Agreement and defined by the proposed Plan 
of Administration. 

I provide details of the LFCR mechanism; the sources of required data; how the initial 
year is recognized; that the sales reductions are documented by an existing process; how the 
annual calculations are made; the customer protections included; and the opportunity for review 
and compliance reporting. 

I also compare the LFCR mechanism to revenue decoupling, highlighting that weather, 
business and other risks are not transferred to customers. 

Staff recommends that the Lost Fixed Cost Recovery mechanism be adopted as proposed. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

Please state your name, position and business address. 

My name is Howard Solganick. I am a Principal at Energy Tactics & Services, Inc. My 

business address is 810 Persimmon Lane, Langhome, Pennsylvania 19047. I am 

performing this assignment under subcontract to Blue Ridge Consulting Services, Inc. 

Have you previously submitted testimony in this case? 

Yes. In this proceeding I submitted testimony in regard to APS’ proposed decoupling 

mechanism and Staffs proposed Lost Fixed Cost Recovery (“LFCK’) mechanism on 

November 18,201 1 and rate design on December 2,201 1. 

For whom are you appearing in this proceeding? 

I am appearing on behalf of the Staff of the Arizona Corporation Commission (“Staff ’). 

What is the purpose of your testimony? 

My testimony describes the operation of the LFCR mechanism adopted by the Signatories 

to the Settlement Agreement filed by Staff on January 6, 2012, which is similar to the 

LFCR mechanism proposed by Staff. I compare the LFCR mechanism to the generic 

concept ofrevenue3ecoupling; compare the risks-trmsfered tocustom-ers--md-other- 

aspects of decoupling a utility’s revenues. 

_____a_._ ________ 

Have you reviewed specific decoupled rate design proposals in other jurisdictions? 

I have reviewed proposals for decoupled electric and gas rate designs in Delaware for the 

Staff of the Delaware Public Service Commission where I also assisted in the pre- 

implementation education process. I have also reviewed decoupling proposals by gas 

utilities and offered testimony in Maryland for the People’s Counsel and in Michigan for 
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the Attorney General. In addition, I assisted the Staff of the District of Columbia Public 

Service Commission in the evaluation and implementation of a decoupled rate design for 

delivery of electricity. 

LOST FIXED COST RECOVERY MECHANISM 

Q. 
A. 

Q. 
A. 

What is. the purpose of the Lost Fixed Cost Revcovery (“LFCR”) mechanism? 

The LFCR mechanism is designed to recover for Arizona Public Service Company 

(“Company”) only the Test Year fixed costs that have been documented to be lost as a 

result of the Arizona Corporation Commission (“Commission”) approved energy 

efficiency (“EE”) and distributed generation (“DG”) programs. 

Please describe how the LFCR mechanism works. 

After the Commission’s decision in this case, the Company’s compliance filing will 

include the various values for the LFCR mechanism. For each applicable rate schedule, 

the LFCR includes the allowed Test Year Distribution Revenue and Transmission 

Revenue divided by the Test Year billing determinants, reduced by 50 percent of any 

demand revenue. 

-The - LF-cR - ____ -- - ____ - _____ _--- 

Measurement, Evaluation and Research (“MER”) of its EE program results. The outside 

mechanism is an annual process that is i n i ~ a ~ e a - G y - t h ~ o m p ~ - y ~ -  

MER consultant studies each EE program and determines the level of energy sales that 

were reduced by each program during a year. The Company uses the MER report to 

determine the sales reduction for the applicable rate schedules by excluding any sales 

reduction for the Excluded Rate Schedules. The sales reduction for the applicable DG is 

added to EE sales reduction and is called the Total Recoverable MWh Savings. 
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Q. 
A. 

Q. 
A. 

The Company will file its Annual LFCR Adjustment for the previous year by January 15*. 

This adjustment is the product of the Total Recoverable MWh Savings times the 

applicable Lost Fixed Cost Rate. That product is divided by the Applicable Company 

revenues to determine the LFCR Adjustment. Under the Settlement Agreement Staff will 

use its best efforts to process the matter by March 1’‘ of each year. The LFCR adjustment 

is subject to Commission approval. If the Settlement Agreement is adopted by the 

Commission, the first LFCR adjustment would occur in 2013. 

What customer (rate) classes will not be subject to the LFCR mechanism? 

Residential customers that do not wish to be subject to the LFCR mechanism can “Opt- 

Out” by selecting an alternate Basic Service Charge within their existing rate schedule. 

During the calculation of the LFCR Adjustment, the associated sales and revenues are 

excluded. 

General customers served under rate schedules E-32 L, E-32 L TOU, E-34, E-35, E-36 

XL, unmetered general service customers served under rate schedule E-30 and lighting 

customers are excluded from the LFCR mechanism because these rate schedules have 

fixed charges that are not expected to be impacted by EE and DG programs. The demand 

charge in some oRhese rate s c ~ e a u l ~ w a S - i ~ e ~ s e a t o a n ~ ~ - ~ ~ ~ € o - ~ ~ e x ~ u a ~ ~ ~ ~ m -  

the LFCR mechanism. 

.. - __ -- - 

Why are the other rate schedules subject to the LFCR mechanism? 

The included rate schedules are expected to be impacted by EE and DG programs and 

have some or all of the fixed costs collected by a volumetric rate. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Why does the LFCR mechanism not inciude generation costs? 

The Company’s sales forecast demonstrated that total sales are still expected to rise in the 

near future. The Company also has off-system and/or non-AZCC jurisdictional 

opportunities to sell any excess energy, therefore, there is no need to include generation 

costs in the LFCR mechanism. 

Why does the LFCR mechanism not inciude the Basic Service Charge (LLBSC”)? 

If a customer reduces its energy consumption in response to an EE or DG program, the 

customer is still responsible for paying the applicable BSC, therefore, there is no need to 

include the BSC in the LFCR mechanism. 

Why does the LFCR mechanism not recover 100 percent of the demand charge 

revenue? 

If a customer reduces its energy consumption in response to an EE or DG program it is 

unlikely that there will be a proportional reduction in the demand level. To recognize that 

there may be some demand reduction a 50 percent Demand Stability Factor is applied, 

which reduces the magnitude of the LFCR Adjustment. 

- - ___ 
Is there an optiOnEr2 ~ s ~ e ~ i ~ c e ~ ~ o - ~ ~ ~ u ~ ~ ~ ~ e - ~ ~ ~ ~ e ~ ~ ~ ~ ~  

Yes. For residential customers that decide not to be subject to the LFCR mechanism, each 

residential rate schedule would contain an alternate BSC applicable to customers choosing 

to opt-out. 

Is there a limit on the increase for the LFCR mechanism? 

Annual adjustments are limited to 1 percent of APS’ applicable revenue and are estimated 

to be below that level for the next four years based on the expected EE and DG programs. 
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The EE and DG programs are subject to the Commission’s annual review and approval 

process. 

Q. 
A. 

Q. 

A. 

Q. 

Does the LFCR mechanism require any additional implementation costs? 

No. The MER process is integral to the continuing review of a well-designed EE program 

and was in place for the Company’s program before the LFCR mechanism was developed. 

Therefore, there is no additional cost imposed for the LFCR mechanism. 

Does the LFCR mechanism increase the Company’s revenue over the 2010 Test 

Year? 

No. The Lost Fixed Cost Revenue is limited to only the documented reduction of sales 

that occur after the rate effective date of this case. The Plan of Administration prorates the 

2012 adjustment to reflect the rate effective date. Also any sales reduction for the period 

from the end of the Test Year through the rate effective date are not included in the LFCR 

mechanism. 

Does the LFCR mechanism provide additional reventle if the Company’s sales 

decline due to weather? 

- A T - - ~ o ~ ~ e r n s k m ~ w l t f l ~ ~ a n ~ - ~ ~ - i ~ ~ s ~ a r ~ e ~ ~  zs-iT-mow.ThflTm 

mechanism is focused on the measured sales reduction due to the EE and DG programs. 

These programs are those determined by the Commission to be cost effective and 

appropriate. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Does the LFCR mechanism provide additional revenue if the Company’s sales 

decline due to economic conditions? 

No. Should economic conditions worsen, any sales reductions are not included in the 

LFCR mechanism. Business risk remains with the Company and its shareholders as it is 

now. 

Does the LFCR mechanism require a change in the Company’s allowed rate of 

return? 

The LFCR mechanism does not transfer weather or business risk from the Company and 

its stockholders to customers, therefore a risk-based change in the Company’s allowed rate 

of return is not necessary. 

Does the LFCR remove the disincentive to  the Company to engage in EE and DG 

programs and activities? 

Yes. The LFCR mechanism provides a means to recover lost fixed costs that result from 

documented sales reductions due to EE and DG programs. From a revenue perspective, 

the Company is neutral. The EE program provides for recovery of program costs and a 

possible performance incentive, so there is no need to augment the LFCR mechanism. 

Q. If the Company failed to achieve documented results from its EE and DG programs, 

what is the effect on the LFCR mechanism? 

If the Company is unable to document sales reductions from its EE and DG programs, 

then the LFCR mechanism would remain at zero and customers would see no impact. 

A. 

Q. 

A. 

How is revenue decoupling different from the LFCR mechanism? 

As applied in some jurisdictions (and as the Company proposed in its application) generic 

revenue decoupling looks at a gross measure of sales reduction per customer and adjusts 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

revenue levels to compensate for any changes. The sales reduction could be the result of 

weather, economic conditions, outages, price elasticity or the result of EE and DG 

programs. 

What risks are shifted from the utility to the customer if revenue decoupling is 

implemented? 

The implementation of generic revenue decoupling usually transfers weather and business 

risks to customers. 

Is shifting these risks to customers necessary to encourage a utility to pursue EE 

and/or DG programs? 

No. While generic revenue decoupling will remove the perceived disincentives of EE and 

DG programs, the shift of other risks to customers is not necessary. 

Is the administration of revenue decoupling less costly than an LFCR mechanism? 

No. There is no additional cost for the MER. The LFCR calculations use compliance 

filing values and annual sales data and are made once per year by the Company and 

reviewed by Staff. 
~ ~ _ _ _  ~ ~ ~ ~ - -  ~ 

Revenue decoupling requires similar sales data for its calculation. In some jurisdictions 

the concern over the impact of weather has led to revenue decoupling implemented on a 

monthly basis, requiring additional calculations and reviews. If weather is excluded, then 

a weather normalization process must be applied to the sales data on a monthly basis, 

requiring additional algorithms, calculations and reviews. If outages are a concern then a 

process has to be developed to reflect lost sales due to each applicable outage, which must 

be tracked and analyzed. 
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Q. 
A. 

Q. 
A. 

What is your recommendation? 

The proposed LFCR mechanism is the result of the input of a number of parties to this 

Settlement Agreement. It is designed to remove the Company’s disincentive to pursue EE 

and DG programs due to sales reductions. 

The lost fixed costs are determined as a result of the rate case and are part of the 

compliance filing. 

The existing MER evaluation process documents the sales reduction. 

There is an option for residential customers that wish to Opt-Out of the LFCR mechanism. 

To further stabilize revenues, the demand rates of some of the excluded rate schedules 

have been increased. 

The mechanism does not shift weather or business risks to customers; those risks remain 

with the Company and its shareholders. A rate of return adjustment is not necessary. 

The implementation details recognize the initial, partial year. There is a 1 percent annual 

cap on an-y iiiicreases resulting &Omthe LFCR mechanism; 
-~ _ _  - ~ - --- - 

Reporting requirements have been defined. The calculations are defined and performed 

annually. There is a process to provide Staff with adequate time for the annual review. 

For all of these reasons, Staff recommends the Commission adopt the LFCR mechanism. 

Does this conclude your testimony? 

Yes. 
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EXECUTIVE SUMMARY 
ARIZONA PUBIC SERVICE COMPANY 

DOCKET NO. E-01345A-11-0224 

My testimony responds to the concerns expressed about the Lost Fixed Cost Recovery (“LFCR’) 
mechanism proposed in the Settlement Agreement and defined by the Plan of Administration as 
compared to a full per customer revenue decoupling approach. 

I also compare electric and gas utilities highlighting differences that suggest that the Commission 
can approve the LFCR mechanism as reasonable for Arizona Public Service Company. 

Staff continues to recommend that the LCFR mechanism be adopted as proposed in the 
Settlement Agreement. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is Howard Solganick. I am a Principal at Energy Tactics & Services, Inc. My 

business address is 810 Persimmon Lane, Langhorne, PA 19047. I am performing this 

assignment under subcontract to Blue Ridge Consulting Services, Inc. 

Have you previously submitted testimony in regulatory proceedings? 

Yes. In this proceeding I submitted testimony in regard to Arizona Public Service 

Company’s (“APS” or “Company”) decoupling proposal and Staffs proposed Lost Fixed 

Cost Recovery mechanism (“LFCR”) on November 18,201 1, rate design on December 2, 

20 1 1, and the Settlement Agreement on January 18,2012. 

For whom are you appearing in this proceeding? 

I am appearing on behalf of the Utilities Division Staff (“Staff’) of the Arizona 

Corporation Commission (“Commission’’ or “ACC”). 

What is the purpose of your Responsive Testimony? 

My testimony responds to concerns of various parties related to the use of the LFCR 

mechanism contained in the Settlement Agreement as compared to revenue decoupling. 

Have you reviewed specific decoupled rate design proposals in other jurisdictions? 

I have reviewed proposals for decoupled electric and gas rate designs in Delaware for the 

Staff of the Delaware Public Service Commission where I also assisted in the pre- 

implementation education process. I have also reviewed decoupling proposals by gas 

utilities and offered testimony in Maryland for the People’s Counsel and in Michigan for 

the Attorney General. In addition, I assisted the Staff of the District of Columbia Public 
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Service Commission in the evaluation and implementation of a decoupled rate design for 

delivery of electricity that resulted in a distribution per customer revenue decoupling 

regime. 

Q. 
A. 

What concerns have been expressed by the various parties? 

Based upon the testimony filed on January 18,20 12, I noted that: 

The Natural Resources Defense Council (“NRDC”) is concerned that the Settlement 

Agreement’s support for the LFCR mechanism is inappropriate in light of the Final ACC 

Policy Statement Regarding Utility Disincentives to Energy Efficiency and Decoupled 

Rate Structures (“Policy Statement”).’ NRDC is also concerned that the LFCR 

mechanism for Arizona Public Service Company (“APS”) is in variance with the 

Commission’s recent decision in the Southwest Gas Corporation (“S WGas”) case.2 

NRDC also characterizes the LFCR mechanism as “an automatic rate increa~e.”~ 

The Southwest Energy Efficiency Project (“SWEEP”) also characterizes the LFCR 

mechanism as “an automatic rate in~rease.”~ SWEEP is also concerned that full revenue 

decoupling is important not only for full, enthusiastic utility support of energy efficiency 

but also for activities that reduce sales but are not or may not be directly linked to the 

Company’s portfolio of energy efficiency programs. This could include utility support for 

building energy codes; appliance standards; energy education and marketing; state and 

local government conservation efforts; and federal energy p ~ l i c i e s . ~  SWEEP is also 

concerned about the potential for contentious and protracted technical proceedings at the 

NRDC Notice of Its Testimony of Ralph Cavanagh In Partial Opposition to the Proposed Settlement at 5:6 
NRDC Notice of Its Testimony of Ralph Cavanagh In Partial Opposition to the Proposed Settlement at 5:  16 
NRDC Notice of Its Testimony of Ralph Cavanagh In Partial Opposition to the Proposed Settlement at 7: 12 
Testimony in Partial Opposition to the Proposed Settlement Agreement of Jeff Schlegel, SWEEP at 5:41 
Testimony in Partial Opposition to the Proposed Settlement Agreement of Jeff Schlegel, SWEEP at 5:24 

3 

5 



I ‘  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

, 22 

23 

Responsive Testimony of Howard Solganick 
Docket No. E-O1335A-11-0223 
Page 3 

Commission.6 Further, SWEEP has expressed concern that “The current system For 

ratemaking does not fully account for Commission-adopted policies. In particular, it does 

not account at all for the Electric Energy Efficiency Standard or its impact. Indeed, the 

test year sales based on an historic test year and used to set rates in this proceeding ignore 

the energy savings required by the Standard that will be experienced in the years for which 

the new rates are effe~tive.”~ 

Q. 
A. 

What does the Policy Statement say? 

The Policy Statement did not impose full revenue decoupling, but set forth 14 separate 

policy statements.* For brevity I have not repeated them here, but provide the following 

analysis. 

1. Neither the LFCR or full per customer revenue decoupling is in opposition to this 

statement. 

2. Neither the LFCR or full per customer revenue decoupling is in opposition to this 

statement. 

3. The LFCR mechanism in the Settlement Agreement defines all of the factors 

within the calculation and the only required information is the sales reduction that 

is provided by the measurement, evaluation and research (“MER’) process, thus 

creating a h g h  level of certainty. 

Testimony in Partial Opposition to the Proposed Settlement Agreement of Jeff Schlegel, SWEEP at 5:39 
Testimony in Partial Opposition to the Proposed Settlement Agreement of Jeff Schlegel, SWEEP at 11: 15 7 

’ Final ACC Policy Statement Regarding Utility Disincentives to Energy Efficiency and Decoupled Rate Structures 
Docket Nos. E-00000J-08-03 14 and G-00000C-08-03 14, at page 30 
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4. 

5. 

6. 

7. 

The Commission stated that alternative methods for addressing utility financial 

disincentives could be considered. The LFCR mechanism is one such method 

which should be considered and adopted by the Commission. 

The LFCR method does not require excluding or highlighting new customers and 

their impact. Well-planned energy efficiency (“EE”) and distribution generation 

(“DG”) programs can mitigate the impact of customer growth through builder 

focused new construction standards, education, outreach and incentives. 

The LFCR proposed in the Settlement Agreement is not a pilot and its Plan of 

Administration includes a comparison of revenues recovered through the LFCR to 

those that would have been recovered had APS’  revenue per customer decoupling 

(full decoupling) proposal been a d ~ p t e d . ~  The Settlement Agreement also 

provides maximum flexibility and oversight by the Commission to tailor or 

manage EE and DG programs and the LFCR is responsive to those decisions.” 

The Settlement Agreement does not preclude the Commission from suspending or 

modifying the LFCR mechanism. l 1  

The LFCR mechanism does not include, nor require, an adjustment to cost of 

capital. The implementation of full per customer revenue decoupling in some 

jurisdictions has been accompanied by a cost of capital adjustment due to the shift 

of risks from the utility to customers along with the litigation of its magnitude. 

Settlement Agreement at 9.10 
Settlement Agreement at 9.2 
Settlement Agreement at 9.1 1 

10 

11 
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8. 

9. 

10. 

11. 

12. 

The Settlement Agreement includes provisions to modify rate designs to make 

larger customers’ revenue streams to be more stable and therefore not be subject to 

the LFCR.12 For residential customers an Opt-Out provision has been developed13 

along with the recognition of the stability of the existing Basic Service Charges 

and demand ~harges’~.  The Settlement Agreement provides for a rate research 

plan process to evaluate a range of rate related issues.” 

The LFCR provides predictability and a one to one response to sales reductions 

resulting from EE and DG programs as compared to full per customer revenue 

decoupling that mixes together sales reductions with potential and variable 

changes in weather and economic conditions. 

The LFCR mechanism does not require or include weather normalization. Full per 

customer revenue decoupling requires some method to avoid pancaking of the 

effects of weather (the prior cool summer’s revenue increase collected at the same 

time that a warm summer raises customer consumption and bills). 

The LFCR mechanism is an annual adjustment implemented after full review by 

the Staff and approval by the Comrnission.l6 

The LFCR mechanism is applied to most rate schedules but recognizes those 

schedules that are inherently ~tab1e.I~ 

l2 Settlement Agreement at 9.7 
l3 Settlement Agreement at 9.8 
l4 Settlement Agreement at 9.3 
l5 Settlement Agreement, Attachment K, page 1 - General Issues 
l6 Settlement Agreement at 9.6 
l7 Settlement Agreement at 9.7 and 9.8 
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13. The LFCR mechanism is applied to all applicable rate schedules as a single annual 

adjustment. Due to the diversity of customers and their weather and/or business 

conditions, full per customer revenue decoupling may require individual 

adjustments for specific classes. 

14. Both the LFCR mechanism and APS’ proposed full per customer revenue 

decoupling apply the respective annual adjustment across all portions of the 

revenue stream. The LFCR cannot result in a negative adjustment to higher usage 

blocks and does not dilute rate designs designed to achieve energy efficiency. 

15. The LFCR mechanism includes a one percent annual cap based upon applicable 

revenue for the included rate schedules. 

Q. 

A. 

Q. 
A. 

Does the Policy Statement require the imposition of only full per customer revenue 

decoupling for all Arizona utilities? 

No. My non-legal interpretation is that the Policy Statement did not make a final 

prescriptive decision but allows each utility to propose a position and the other parties in 

that utility’s case to offer alternatives. This situation then allows the Commission to make 

individual decisions for each utility. 

Are there differences between a gas and an electric utility? 

With very few exceptions most residential and commercial customers want electric 

service. For residential customers, electric service is the key to a vastly different standard 

of living. For commercial customers, electric service is the key to creating a positive 

business environment and/or business productivity. Except under certain circumstances, 

there are few alternatives to electric service. 
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Gas utility service is not an irreplaceable need for a residential customer. Natural gas 

service can provide alternatives for residential space heating, water heating, cooking, 

clothes drying and decorative lighting. For commercial customers natural gas service can 

also provide process heat either direct fired or in the form of infrared, steam or another 

heat transfer fluid. There are a number of alternatives to natural gas service including oil, 

propane and electricity. 

Due to a trend of increasing furnace efficiency and better building construction, many 

natural gas utilities are experiencing a downward trend in sales per residential customer. 

Q. 
A. 

Q. 
A. 

How is this difference manifested? 

In the United States electric service is almost ubiquitous, while natural gas service is 

somewhat dependent on population density. 

What is the impact of these differences? 

Natural gas utilities can be faced with an imperative to “grow or die”. There may be a 

focus on increasing customer density by soliciting new gas customers along the existing 

gas distribution system or new development along the existing gas transmission system or 

encouraging sales of additional gas appliances. This growth can offset the previous use of 

oil or electricity from many sources including coal, nuclear, gas, hydro, solar or wind. 

Because electric service is ubiquitous, electric utilities can focus on maintaining efficient 

appliance saturation. It is also harder and more expensive to convert an appliance from 

electric to gas due to the incremental costs of gas piping and exhaust flues. 
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This comparative situation leads to different positioning and therefore different strategies 

between gas and electric utilities. The gas utility can be more focused on acquiring more 

gas customers to maintain or increase gas sales to spread fixed customer and distribution 

costs across a larger customer base. The electric utility has little need to market for new 

customers as it already has 100 percent of the existing and potential customer locations. 

The electric utility may benefit without any effort from the introduction of new products, 

while existing products see efficiency improvements over time. 

Q. 

A. 

Q. 

A. 

What does this difference in market positioning imply with regard to the LFCR 

versus revenue decoupling? 

Because an electric utility has no need to build load on its own it can concentrate on using 

energy efficiency to create “additional” resources to serve new customers at costs lower 

than by building new generation resources. Therefore, there is no need to adopt a 

mechanism (revenue decoupling) guaranteed to take back the per customer growth fiom 

the electric utility as a punitive measure. 

Does the recent decision to apply revenue decoupling to Southwest Gas Corporation 

(IcSWGyy)18 require that the Settlement Agreement be modified and reject the 

included LFCR mechanism? 

No. As I described above there are differences between gas and electric utilities and the 

future that they face. 

The Settlement Agreement provides for detailed information that can assist in the 

comparison of the LFCR mechanism to full per customer revenue decoupling. l9 

See, ACC, Decision No. 72723. 18 

l9 Settlement Agreement at 9.10 
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Just as the Policy Statement recognized that alternatives can exist, approval of the LFCR 

mechanism as part of the Settlement Agreement will provide a comparison to full per 

customer revenue decoupling implemented for S WG. 

Q. 
A. 

Does the LFCR mechanism provide for an automatic revenue increase? 

The LFCR mechanism only provides an auxiliary revenue source for the utility when sales 

(and revenues) have been verified to have been reduced. The LFCR mechanism also 

recovers only distribution and transmission fixed costs, therefore, the LFCR mechanism 

cannot raise total jurisdictional revenues for the utility and cause a revenue increase. The 

LFCR mechanism allows the utility to recover verified losses of fixed costs that would 

have been collected on a volumetric basis. 

Saying this another way, it “ ... adds no costs to customers’ bills; it is a mechanism 

designed to ensure that utilities recover only the fixed costs of service that the 

Commission has reviewed and authorized in the previous rate case.”2o While NRDC 

focused this statement on revenue decoupling it applies equally as well to the LFCR 

mechanism. 

Under both full per customer revenue decoupling and the LFCR mechanism, growth in 

customers is not affected (or reclaimed from the utility) because revenue decoupling is 

implemented on a per customer basis and the LFCR is based on proven sales reductions 

fiom EE and DG programs. 

2o NRDC Notice of Its Testimony of Ralph Cavanagh In Partial Opposition to the Proposed Settlement at 10: 11 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

Is APS negatively affected by not including generation costs within the LFCR 

mechanism? 

No. The sales forecast provided by APS and cited in my testimony indicates that over the 

term of the Settlement Agreement sales are expected to increase; therefore, A P S  has no 

loss of fixed costs at the generation level. APS also has opportunities for off system sales 

if needed or necessary. Further, in its original filing A P S  proposed the AG-1 schedule 

which would allow the offset of a maximum of 200 MW of load. 

Does the LFCR mechanism preclude or discourage an electric utility from 

supporting appliance efficiency standards, stronger building codes or forms of 

customer education that will reduce consumption? 

No. A well-constructed EE program can include efforts to lobby for better standards or 

provide customer education as other means of reducing energy consumption, although 

they may require a longer time horizon to achieve results. There are engineering and/or 

statistical methods to document the results of these programs. 

Does the review of the MER results have to be a contested and expensive proceeding? 

No. All of the parties to this proceeding demonstrated a very positive working 

relationship during the settlement process. I also found APS’s attitude open and positive 

during the formal and informal technical (discovery) conferences. These examples serve 

to demonstrate that the verification process does not have to be litigious. 

The Settlement Agreement includes provisions to make the annual review process more 

efficient and effective. In the case of DG, the Settlement Agreement provides for a shift 
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from estimates to firm metering, which will remove any contention. 

developing a technical manual for its EE programs.21 

APS will be 

Q. 

A. 

Q. 

A. 

Does the LFCR mechanism account for the impacts of the Electric Efficiency 

Standard? 

The LFCR mechanism is designed to recover the fixed costs lost due to the sales 

reductions resulting from the EE and DG programs approved by the Commission. The 

LFCR operates cumulatively from the rate effective date forward. 

Do you recommend the adoption of the Settlement Agreement including the LFCR 

mechanism? 

The selection of an LFCR mechanism is the result of the input of a number of parties to 

this Settlement Agreement. All parties had the opportunity to consider alternatives and all 

parties were cognizant of the Policy Statement and the SWG Decision during the 

negotiation of the Settlement Agreement. 

The LFCR mechanism does not provide for an automatic revenue increase and the LFCR 

Adjustment is subject to review by the Staff and approval by the Commission. The 

Commission has the right to suspend, terminate or modify the LFCR mechanism. 

Nothing in the LFCR mechanism precludes a utility from sponsoring programs that would 

raise efficiency standards and building codes or provide customer education designed to 

encourage efficiency and documenting the resulting sales reductions. 

*' Settlement Agreement at 9.15 
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The existing MER evaluation process documents sales reductions and the parties in this 

case have demonstrated that they can be advocates and also work within technical 

conferences and negotiations cooperatively. 

For all of these reasons, Staff recommends the Commission approve the Settlement 

Agreement. 

Q. 
A. 

Does this conclude your testimony? 

Yes. 



E P 
8 
N 
0 

6 

.-I 
0 
8 

0 

- 
m m  

w 
0 

0 w 
P 
P 
N 

n 

U 

n 
I. 
v) 

0 
S 
n 

n 
n 



-I 

E!. 
0, 

8 
0 
P m ,  
CL 
4 
Y 

W z 

- 
8 
0 
P 

I l m  
P 
4 
Y 

51. 
7 
m 
P 
v 

I w 

- 
0 
0 
0 
2 4 
CO 
Y 

n 

8 
0 
0 
0 
N m 
Y 

- 
8 
0 
W 
0 cn a 
I 

-- 
0 0 0  -~ 
0 0 0  0 0 0  
+ N O  
C L W W  b l o w  
M ) P W  
U Y  

n h  
0 0 0 0 0 0  I w 

In rr 
P -. n 
E!. 
n s 
-a 
0 
S 
ID z 

0 
0 
0 
0 
P 
W a 

0 
0 
0 
0 
P 
W a 

0 
0 
0 
W 
0 
W 
W 

8 
0 
W 
0 
W 
W 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

1; 

12 

15 

2( 

2’ 

2: 

2: 

BEFORE THE ARIZONA CORPORATION CL - 

AUL NEWMAN 
iRENDA BURNS 

EXHIBIT [- 
\I THE MATTER OF THE APPLICATION OF DOCKET NO. E-01345A-11-0224 
,RIZONA PUBLIC SERVICE COMPANY 
OR A HEARING TO DETERMINE THE 

IF THE COMPANY FOR RATEMAKTNG 
IURPOSES, TO FIX A JUST AND 
EASONABLE RATE OF RETURN 
‘HEREON, TO APPROVE RATE 
ICHEDULES DESIGNED TO DEVELOP 

AIR VALUE OF THE UTILITY PROPERTY STAFF’S NOTICE OF FILING 
SETTLEMENT AGREEMENT 

IUCH RETURN. J 

Staff  of the Arizona Corporation Commission (“Staff”), on behalf of the Signatories to the 

’roposed Settlement Agreement (“Agreement”), hereby files the Agreement in compliance with the 

iling deadline of January 6, 2012 set by the Administrative Law Judge in her Procedural Order of 

Iecember 23,201 1. 

RESPECTFULLY SUBMITTED this 61h day of January 2012. 

_ _  
Charles H. H&ns,-Attorney 
Janet Wagner, Assistant Chief Counsel 
Scott Hesla, Attorney 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
(602) 542-3402 

Original and thirteen (1 3) copies 
of the foregoing filed this 
6‘h day of January 2012 with 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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6th day of January 2012 to: 

Meghan H. Grabel 
Thomas L. Mumaw 
Pinnacle West Capital Corporation 
400 North 5th Street, MS 8695 
Phoenix, Arizona 85004 
Attorneys for Arizona Public Service 
Company 

C. Webb Crockett 
Patrick J. Black 
Fennemore Craig, PC 
3003 North Central Avenue, Suite 2600 
Phoenix, Arizona 85012-2913 
Attorneys for Freeport-McMoRan and 
Arizonans for Electric Choice and 
Competition (AECC) 

Daniel W. Pozefsky, Chief Counsel 
Residential Utility Consumer Ofice 
1 1  10 West Washington, Suite 220 
Phoenix, Arizona 85007 
Attorneys for RUCO 

Michael A. Curtis 
William P. Sullivan 
Melissa A. Parham 
Curtis, Goodwin, Sullivan, 

Udal1 & Schwab, PLC. 
501 East Thomas Road 
Phoenix, Arizona 85012-3205 
Attorneys for the Town of Wickenburg and 
Town of Gilbert 

Timothy M. Hogan 
Arizona Center for Law in the Public Interest 
202 East McDowell Road, Suite 153 
Phoenix, Arizona 85004 
Attorneys for WRA, SWEEP, ASBNAASBO 

Jeff Schlegel 
SWEEP Arizona Representative 
1 167 West Samalayuca Drive 
Tucson, Arizona 85704 

David Berry 
Western Resource Advocates 
Post Office Box 1064 
Scottsdale, Arizona 85252-1064 

Barbara Wyllie-Pecora 
14410 West Gunsight Drive 
Sun City West, Arizona 85375 

Kurt J. Boehm 
Boehm, Kurtz & Lowry 
36 East Seventh Street, Suite 15 10 
Cincinnati, Ohio 45202 
Attorneys for The Kroger Co. 

JefEey W. Crockett, Esq, 
Brownstein Hyatt Farber Schreck LLP 
One East Washington Street, Suite 2400 
Phoenix, Arizona 85004 
Attorneys for Arizona Association of Realtors 

Michael W. Patten 
Roshka DeWulf & Patten, PLC 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, Arizona 85004 
Attorneys for Tucson Electric Power Company 

Bradley S. Carroll 
Tucson Electric Power Company 
One South Church Avenue, Suite UE 201 
Tucson, Arizona 85701 

Cynthia Zwick 
1940 East Luke Avenue 
Phoenix, Arizona 8501 6 

Michael M. Grant 
Gallagher & Kennedy, PA 
2575 East Camelback Road 
Phoenix, Arizona 85016-9225 
Attorneys for AIC 

Gary Yaquinto, President & CEO 
Arizona Investment Council 
2 100 North Central Avenue, Suite 2 10 
Phoenix, Arizona 85004 

Karen S. White, Staff Attorney 
Air Force Utility Law Field Support Center 

139 Barnes Drive 
Tyndall AFB, Florida 32403 
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Nicholas J. Enoch 
Jarrett J. Haskovec 
Lubin & Enoch, PC 
349 North Fourth Avenue 
Phoenix, Arizona 85003 
Attorneys for IBEW Locals 387,640 & 769 

Lawrence V. Robertson, Jr. 
Post Office Box 1448 
Tubac, Arizona 85646 
Attorney for Southwestern Power Group 11, 
LLC; Bowie Power Station, LLC; Noble 
Americas Energy Solutions LLC; 
Constellation NewEnergy, Inc.; Direct 
Energy, LLC and Shell Energy North 
America (US), LP 

Laura E. Sanchez 
Natural Resources Defense Council 
Post Office Box 65623 
Albuquerque, New Mexico 871 93 

Craig A. Marks 
Craig A. Marks, PLC 
10645 North Tatum Boulevard 
Suite 200-676 
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Attorney for AARP 

Douglas V. Fant 
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Southwest Representative 
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PROPOSED SETTLEMENT AGREEMENT OF DOCKET NO. 

FOR RATE ADJUSTMENT 
E-01345-A-1 1-0224 ARIZONA PUBLIC SERVICE COMPANY REQUEST 

The purpose of this Settlement Agreement (“Agreement”) is to settle disputed 
issues related to Docket No. E-01 345A- 1 1-0224, Arizona Public Service Company’s 
(“APS” or “Company”) application to increase rates. This Agreement is entered into 
by the following entities: 

Arizona Corporation Commission Utilities Division (“Staff”) 
Arizona Public Service Company (“APS”) 

Residential Utility Consumer OGce (“RUCO”) 
Cynthia Zwick 

Federal Executive Agencies (“FEA”) 
Kroger Co. (“Kroger”) 

Freeport-McMoRan Copper & Gold Inc. (“Freeport-McMoRan”) 
Arizonans for Electric Choice and Competition (“AECC”) 
Wal-Mart Stores, Inc. and Sam’s West, Inc. (“Wal-Mart”) 

IBEW Locals 387,640,769 (“IBEW”) 
AzAg Group (“AzAG”) 

Arizona Competitive Power Alliance (“AzCPA”) 

Arizona Association of Realtors (“AAR”) 
Barbara Wyllie-Pecora (“Wyllie-Pecora”) 

Arizona Investment Council (“AIC”) 
Southwestern Power Group 11, LLC (“SWPG) 

Bowie Power Station, LLC (“Bowie”) 
Noble Americas Energy Solutions LLC (“Noble”) 
Constellation NewEnergy, Inc. (“Constellation”) 

Direct Energy, LLC (“Direct”) 
Shell Energy North America (US), L.P. (“Shell”) 

AARP (,‘A”’’) 

These entities shall be referred to collectively as “Signatories;” a single entity 
shall be referred to individually as a “Signatory.” 
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I-- 
*. * **A’ * .  

I. RECITALS 

1.1 APS filed the rate application underlying Docket No. E-01345A-11-0224 on 
June 1,201 1.  Staff found the application sufficient on July 1,201 1 .  

Subsequently, the Arizona Corporation Commission (((Commission”) approved 
applications to intervene filed by AARP, Arizona Association of Realtors, 
AzCPA, AIC, ASBA, Association of School Business Officials, AZAg Group, 
Barbara Wyllie-Pecora, Cynthia Zwick, FEA, Freeport-McMoRan and AECC 
(collectively “AECC”), IBEW Locals 387,640 and 769, Interwest, Kroger, Me1 
Beard, Noble et al, NRDC, RUCO, SWEEP, SWPG, Bowie, TEP, the Town of 
Gilbert, the Town of Wickenburg, Wal-Mart and Sam’s Club, and WRA. Me1 
Beard subsequently withdrew as an intervenor in the case. 

1.2 

1.3 APS filed a notice of settlement discussions on November 18, 2011. 
Settlement discussions began on November 30, 201 1. The settlement 
discussions were open, transparent, and inclusive of all parties to this Docket 
who desired to participate. All parties to this Docket were notified of the 
settlement discussion process, were encouraged to participate in the 
negotiations, and were provided with an equal opportunity to participate. 
Commission Staff filed a Preliminary Term Sheet regarding this matter on 
December 9, 2011, which was discussed in a Special Open Meeting held on 
December 16,201 1. 

1.4 The terms of this Agreement are just, reasonable, fair, and in the public interest 
in that they, among other things, establish just and reasonable rates for APS 
customers; promote the convenience, comfort and safety, and the preservation 
of health, of the employees and patrons of APS; resolve the issues arising from 
this Docket; and avoid unnecessary litigation expense and delay. 

1.5 The Signatories believe that this Agreement balances the interests of both APS 
and its customers. These benefits include: 

0 an overall zero dollar base rate increase; 

.a zero percent bill impact for the remainder of 2012 (Commission- 
approved adjustors (including the possibility of a Four Comers rider 
pursuant to paragraph 10.3) may increase customer bills after December 
31,2012); 
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a four year rate case say  out, in which A P S  agree not to raise base rate 
as a result of any new general rate case filing prior to July 1,201 6; 

0 a buy-through rate for industrial and large commercial customers; 

0 a narrowly-tailored Lost Fixed Cost Recovery (“LFCR”) mechanism that 
supports energy efficiency (“EE”) and distributed generation (“DG”) at 
any level or pace set by this Commission; 

.an opt-out rate design for residential customers who choose not to 
participate in the LFCR; 

a process for simplifying customers’ bill format; and 

0 bill assistance for additional low income customers, at shareholder 
expense. 

1.6 The Signatories agree to ask the Commission (1) to find that the terms and 
conditions of this Agreement are just and reasonable and in the public interest, 
along with any and all other necessary fiindings, and (2) to approve the 
Agreement and order that it and the rates contained herein become effective on 
July 1,2012. 

TERMS AND CONDITIONS 

RATE CASE STABILITY PROVISION 

2.1 APS agrees not to file its next general rate case prior to May 31,2015. The test 
year end date for the base rate increase filing contemplated in this section shall 
be no earlier than December 31, 2014 but need not coincide with the end of a 
calendar year. No new base rates resulting from APS’s next general rate case 
will be effective before July 1,2016. 

RATE INCREASE 

3.1 APS shall receive a base rate increase of zero dollars (“revenue requirement”). 
This amount is comprised of: (1) a non-fuel base rate increase of $1 16.3 
million, which includes providing for a return on and of plant that is in service 
as of March 31, 2012 (“Post-Test Year Plant”); (2) a fuel base rate decrease of 
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$153.1 million; and (3) a transfer of st recover! from the Renewable Energy 
Surcharge (“RES”) to base rates described in Paragraph VI11 herein. 

3.2 The Company’s jurisdictional fair value rate base used to establish the rates 
agreed to herein is $8,167,126,000. The Company’s total adjusted Test Year 
revenue is $2,868,8 5 8,000. 

BILL IMPACT 

4.1 When new rates become effective, customers will have on average a 0.0% bill 
impact or less. This zero percent or slightly negative bill impact will be 
achieved by allowing the negative credit that exists in the Company’s Power 
Supply Adjustor (“PSA”) to continue until February 1, 2013, at which time it 
will reset. The annual 4 mill cap will be applied after the impact of the 
expiration of the then-current PSA credit. 

4.2 Subsequent to the PSA reset for General Service customers in February 2013, 
the percentage bill impact spread resulting from this Settlement among the 
various segments of that customer class shall be equal. This shall be 
accomplished as set forth in Attachment A. 

V. 

4.3 A zero percent bill impact will continue for the remainder of 2012 
(Commission-approved adjustors (including the possibility of a Four Corners 
rider pursuant to paragraph 10.3) may increase customer bills after December 
31,2012). 

COST OF CAPITAL 

5.1 

5.2 

5.3 

5.4 

A capital structure comprised of 46.06% debt and 53.94% common equity shall 
be adopted. 

A return on common equity of 10.0% and an embedded cost of debt of 6.38% 
shall be adopted. 

A fair value rate of return of 6.09%, which includes a return on the fair value 
rate base increment of 1 .O%, shall be adopted. 

The provisions set forth herein regarding the quantification of cost of capital, 
fair value rate base, fair value rate of return, and the revenue requirement are 
made for purposes of settlement only and should not be construed as 
admissions against interest or waivers of litigation positions related to other or 
future cases. 
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DEPRECIATION/AMORTIZATION AND DECOMMISSIONING 

6.1 With the exception of Uniform System of Accounts 370.01 (electronic meters), 
370.02 (electro-mechanical meters), and 370.03 (AMI meters), the depreciation 
and amortization rates proposed by APS and contained in Attachment REW-2 
to Dr. Ron White’s Pre-filed Direct Testimony shall be adopted until further 
order of the Commission. For Accounts 370.01,370.02 and 370.03, the current 
depreciation rates will be retained, as proposed by Commission Staff Witness 
Ralph Smith. 

6.2 The annual nuclear decommissioning amounts reflected in the rates agreed to 
herein are those shown in APS Witness Jason LaBenz workpaper JCL-WP22, 
page 4, attached hereto as Attachment B. 

6.3 APS shall file a request that the Commission adjust the Company’s System 
Benefit Charge (“SBC”) and reduce such charge to reflect a corresponding 
reduction of the decommissioning trust funding obligations collected through 
the SBC related to the full funding of Palo Verde Unit 2. Such filing shall be 
made in sufficient time for the reduction to occur by January 201 6. 

FUEL AND POWER SUPPLY ADJUSTMENT PROVISIONS 

7.1 

7.2 

7.3 

The base fuel rate shall be lowered from $0.037571 per kwh as set in 
Commission Decision No. 71448 to $0.032071 per kwh. This change shall 
take effect on the effective date of the new rates contained in this Agreement, 
in accordance with the current approved Plan of Administration for the Power 
Supply Adjustor (“PSA”). 

For purposes of this case, APS will withdraw its request to recover through the 
PSA the cost of chemicals required for environmental compliance at APS’s 
power plants, and APS shall not raise this request before its next general rate 
case. 

The 90/10 sharing provision in APS’s PSA will be eliminated. The PSA shall 
be modified to require APS to apply interest on the PSA balance annually, 
rather than monthly, at the following rates: any over-collection existing at the 
end of the PSA year will accrue interest at a rate equal to the Company’s 
authorized ROE or APS’s then-existing short term borrowing rate, whichever is 
greater, and will be r e h d e d  to customers over the following 12 months; any 
under-collection existing at the end of the PSA year will accrue interest at a rate 
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equal to the Company's auth rized ROE or APS's then-existing short term 
borrowing rate, whichever is less, and will be recovered from customers over 
the following 12 months. APS may, at any time during the PSA year, request 
to reduce the PSA rate through the Transition Component. Any such request 
shall become effective beginning with the first billing cycle of the month 
following the filing date of the request. 

To incent prudent fuel and power procurement and use, APS shall be subject to 
periodic audits. The first audit shall be for calendar year 2014. Commission 
Staff shall select a consultant to perform this audit and subsequent audits. Each 
audit shall be h d e d  by APS in an amount not to exceed $100,000 per audit. 

The PSA Plan of Administration shall be amended as set forth in Attachment C. 7.5 

RENEWABLE ENERGY 

8.1 

8.2 

8.3 

APS currently collects the costs associated with certain APS-owned renewable 
energy projects through the RES. Consistent with the treatment of other Post- 
Test Year Plant adopted in this Agreement, the portion of those renewable 
projects that have been closed to plant in service as of March 3 1,201 2, shall be 
rate based and recovery of those costs shall be accomplished through base 
rates. The specific projects to be rate based pursuant to this Section are 
identified in Attachment D. 

Effective with the date of the Commission's order in this matter, the capital 
carrying costs' for any APS renewable energy-related capital investments shall 
not be recovered through the RES adjustor, except that capital carrying costs 
for renewable energy-related capital investments that APS makes in 
compliance with Commission Decision No. 71448 shall be recovered in the 
RES adjustor unless and until specifically authorized for recovery in another 
adjustor or in base rates. 

On the effective date of the new rates contained in this Agreement, the RES 
adjustor rate established for 2012 in Docket No. E-01345A-11-0264 shall be 
reduced to reflect the removal of the projects identified in Attachment D. At 
the same time, the renewable energy-related purchased power agreement costs 
that were moved from the RES to the PSA pursuant to the Commission's 

' Capital carrying costs include (1) a return at the Company's Weighted Average Cost of Capital approved by the 
Commission in this rate case; (2) depreciation expense; (3) income taxes; (4) property taxes; (5) deferred taxes and 
tax credits where appropriate; and (6) associated O M .  
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Decision in Docket No. E-01345A-11-0264, shall be transferred back to the 
RES. 

8.4 To provide the Commission with greater flexibility in setting RES adjustor 
rates and related caps, the requirement established in Decision No. 67744 that 
any changes to RES charges and caps must be allocated between customer 
classes according to certain set proportions shall be eliminated. 

ENERGY EFFICIENCY/LOST FIXED COST RECOVERY/OPT-OUT 
RESIDENTIAL RATELARGE GENERAL SERVICE CUSTOMER 
EXCLUSION 

9.1 The Signatories support energy efficiency as a low cost energy resource. The 
Signatories also recognize that, under A P S ’ s  current volumetric rate design, the 
Company recovers a significant portion of its fixed costs of service through 
kilowatt-hour (“kwh”) sales. Commission rules related to EE and Distributed 
Generation (“DG”) require APS to sell fewer kwh, which, in turn, prevents the 
Company from being able to recover a portion of the fixed costs of service 
embedded in its energy rates. 

9.2 The Signatories also recognize the Commission’s interest in directing EE and 
DG policy. In signing this Agreement, the Signatories intend that a Lost Fixed 
Cost Recovery (“LFCR”) mechanism with residential opt-out rates shall be 
adopted that allows APS relief fiom the fmancial impact of verified lost kwh 
sales attributable to Commission requirements regarding EE and DG while 
preserving maximum flexibility for the Commission to adjust EE and DG 
requirements, either upward or downward, as the Commission may deem 
appropriate as a matter of policy. Nothing in this Agreement is intended to 
bind the Commission to any specific EE or DG policy or standard. 

9.3 To address the goals of Sections 9.1 and 9.2, the Signatories propose that the 
Commission adopt for APS an LFCR, similar to that recommended by Staff in 
this proceeding. The LFCR shall recover a portion of distribution and 
transmission costs associated with residential, commercial and industrial 
customers when sales levels are reduced by EE and DG. It shall not recover lost 
fmed costs attributable to other potential factors, such as weather or general 
economic conditions. The LFCR mechanism shall exclude the portion of 
distribution and transmission costs that is recovered through the Basic Service 
Charge (“BSC”) and fifty (50) percent of such costs recovered through non- 
generationhon-TCA demand charges. 
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9.4 The LFCR shall be adjusted annually to account for the unrecovered costs 
associated with a portion of distribution and transmission costs resulting from 
EE programs as demonstrated by the Measurement, Evaluation and Reporting 
(“MER”) conducted for EE programs and from DG as demonstrated pursuant 
to the means described in Section 9.5 below. An annual 1% year over year cap 
based on Total Company revenues will be applied to the adjustment. Any 
amount in excess of the 1% cap will be deferred (with interest at the nominal 
one-year Treasury Constant Maturities rate contained in the Federal Reserve 
Statistical Release H-15 or its successor publication) for collection until the 
first future adjustment period in which including such costs, would not cause 
the annual increase to exceed the 1% cap. The amount of any cap level set 
herein shall be evaluated in APS’s  next rate case. 

9.5 For the purpose of the LFCR mechanism, A P S  shall be allowed to use 
statistical verification, output profile, or meter data for DG systems until 
December 3 1,2014. Beginning January of 201 5, APS shall only use meter data 
to calculate DG system savings 

9.6 APS will file with the Commission to adjust its LFCR by January 15 of each 
year, and Staff will use its best efforts to process the matter by March 1 of each 
year. Each annual LFCR adjustment will not go into effect unless approved by 
the Commission. The annual adjustment will use actual data for the period 
through September and forecast data for the remainder of the year. The 
following year’s adjustment shall be trued-up for verified EE MER and 
metered or otherwise verified DG results. The first adjustment will not occur 
before March 1, 2013. The March 1, 2013 adjustment shall include reduced 
sales from EE and DG for 2012 and will be pro-rated from the date rates 
become effective pursuant to a Commission decision on this Agreement. 
Subsequent adjustments shall reflect the fill impact of reduced sales in the 
prior year plus the cumulative impact from previous adjustments, subject to the 
cap described in Section 9.4 herein. 

9.7 The LFCR mechanism shall not apply to large General Service customers 
taking service under rate schedules E-32 L, E-32 L TOU, E-34, E-35 and E-36 
XL, or to unmetered General Service customers under E-30 and lighting 
schedules, These rate schedules shall be modified in accordance with 
Attachment K to address unrecovered fixed costs through changes in rate 
design with enhanced distribution demand and BSC charges and a 
corresponding adjustment to energy charges. 
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9.9 

9.10 

9.1 1 

9.12 

9.13 

Residential customers shall have rat chedi I ch ice t opt out of the LFCR 
by electing an optional BSC, graduated by kWh monthly usage. That option is 
attached hereto as Attachment E. The optional BSC will be incorporated into 
each residential rate schedule to provide customers with the maximum 
flexibility to opt out without requiring a shift to a different rate schedule. The 
purpose of this opt out rate is to replicate, on average, the effects of the LFCR. 

APS shall seek stakeholder input regarding the development of a customer 
outreach program to inform and educate customers about both the LFCR and 
voluntary opt-out rates and shall implement this outreach program. 

On January 15 of each year, APS shall file compliance reports with the 
Commission consistent with the schedules attached to the LFCR Plan of 
Administration. These reports shall include a comparison of the revenues 
recovered through the LFCR to those that would have been recovered had the 
Company’s revenue per customer decoupling (fill decoupling) proposal been 
adopted. 

The LFCR shall be subject to Commission review at any time, the first to occur 
no later than APS’s next general rate case. If the Commission decides to 
suspend, terminate, or materially modifl the LFCR mechanism prior to the 
Company’s next general rate case, and does not provide alternative relief that 
adequately addresses ffixed cost revenue erosion, the moratorium for filing 
general rate case applications shall terminate. 

The LFCR Plan of Administration is attached hereto as Attachment F. 

The LFCR was designed to be a flexible means to maximize the policy options 
available to the Commissioners and to customers, allowing the pursuit of EE 
and DG programs at any level or pace directed by the Commission. The 
Signatories agree that if the Commission declines to adopt the LFCR or an 
alternative mechanism that adequately addresses fNed cost revenue erosion in 
this case, APS shall be granted relief from either the relevant EE and DG 
requirements or the financial impacts of EE and DG during that time. 

For future Demand-Side Management (“DSM”) Implementation Plan filings: 

(a) Beginning with APS’s 2013 DSM Implementation Plan (filed in 2012), and 
excluding DSM-related capital investments already authorized by the 
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be recovered through the DSM Adjustment Clause. 
restments shall not 

(b) APS’s performance incentive shall be modified (1) to eliminate the top two 
tiers of percentages to be applied to Net Benefits or Percent of Program 
Costs based on MS’s achievement relative to the EE Standard, and (2) to 
change the fourth tier to include any achievement greater than 105%. The 
frst three tiers remain unchanged. 

Achievement Relative to Performance Performance ProDosed 

Standard Enerw Efficiency at % of Eneray Current 

the Enerw Effiuencv Incentive as % of Incentive CaDDed Chanae from 

Net Benefits Efficiency 

Proaram Costs 

85% to 95% mt - 12% No Chanae 

96% to 105% - 14% No Chanae 

~ 1 0 5 %  - 8% - 16% - New 

% 3% Eliminated 

Eliminated I E& 1 * 1  

(c) A P S  shall use the inputs and methodology that Commission Staff uses when 
calculating the present value of benefits and costs for DSM measures in its 
Societal Cost test. Commission Staff will regularly re-evaluate such inputs 
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and methodologies, considering commen..; from APS and other 
stakeholders . 

(d)APS will work with stakeholders and Staff to develop and file for 
Commission consideration a new performance incentive structure by 
December 31, 2012 that optimizes the connection between energy 
efficiency, rates and utility business incentives and that creates a clear 
connection between the level of performance incentive and achievement of 
cost-effective energy savings. This rate case shall be held open to allow for 
Commission approval of including the new performance incentive structure 
in the DSM Adjustment Clause. At that t h e ,  the Commission should 
determine the plan year to which the new performance incentive structure 
shall apply. The Signatories shall recommend that any new performance 
incentive structure adopted should apply to the first plan year filed aRer its 
adoption. 

(e) APS's  DSM programs and associated energy savings shall be independently 
reviewed every five years by an evaluator selected by Staff and paid for by 
APS in an amount not to exceed $100,000. The first review shall occur in 
APS's next general rate case or within five (5) years of a Commission order 
in this case, whichever is sooner. 

9.15 APS shall compile and make available to all parties of the docket a technical 
reference manual documenting program and measure saving assumptions and 
incremental costs no later than December 31, 2013. This manual would be 
updated on an annual basis as part of the DSM implementation plan process 
and would serve as a reference tool for the LFCR analysis. 

9.16 APS currently collects $10 million of DSM costs in base rates, which level will 
be retained. 

9.17 The DSM Adjustment Clause Plan of Administration shall be modified to 
reflect the terms of this.Agreement as set forth in Attachment G. 
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X. RATE TREATMENT RELATED TO ANY ACQUISITION BY APS OF 
SOUTHERN CALIFORNIA EDISON’S SHARE OF FOUR CORNERS UNITS 
4-5. 

10.1 In Docket No. E-01345A-10-0474, A P S  has sought Commission permission to 
pursue acquisition of Southern California Edison’s (“SCE”) current ownership 
interest in Four Comers Units 4 and 5 and to retire Four Corners Units 1-3 (the 
“proposed Four Corners transaction”). 

, 

. 

10.2 Except as provided in Section 9.14(d), this rate case shall remain open for the 
sole purpose of allowing APS to file a request, no later than December 31, 
2013, that its rates be adjusted to reflect the proposed Four Comers transaction, 
should the Commission allow APS to pursue the acquisition and should the 
transaction thereafter close. Specifically, APS may within ten (10) business 
days after any Closing Date but no later than December 31, 2013, file an 
application with the Commission seeking to reflect in rates the rate base and 
expense effects associated with the acquisition of SCE’s share of Units 4 and 5, 
the rate base and expense effects associated with the retirement of Units 1-3, 
and any cost deferral authorized in Docket No. E-01345A-10-0474. APS shall 
also be permitted to seek authorization to amend the PSA Plan of 
Administration to include in the PSA the post-acquisition Operations and 
Maintenance expense associated with Four Corners Units 1-3 as a cost of 
producing off-system sales until closure of Units 1-3, provided that such costs 
do not exceed off-system sales revenue in any given year. APS’s  rates shall be 
adjusted only if the Commission finds the Four Comers transaction to be 
prudent. 

* . )  

10.3 Any filing seeking a rate adjustment pursuant to Section 10.2 shall include at a 
minimum the following schedules: (1) the most current APS balance sheet at 
the time of filing; (2) the most current APS income statement at the time of 
filing; (3) an earnings schedule that demonstrates that the operating income 
resulting from the rate adjustment does not result in a return on rate base in 
excess of that authorized by this Agreement in the period after the rate 
adjustment becomes effective; (4) a revenue requirement calculation, including 
the amortization of any deferred costs; ( 5 )  an adjustment rider that recovers the 
rate base and non-PSA related expenses associated with any Four Corners 
acquisition on an equal percentage basis across all rate schedules which shall 
not become effective before July 1, 2013; (6) an adjusted rate base schedule; 
and (7) a typical bill analysis under present and filed rates. 
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10.4 The Signatories shall not raise ny issues in the rate adjustment proceeding 
other than those specifically described in Section 10.2. The Signatories shall 
use good faith efforts to process this rate adjustment request within a 
reasonable time. 

10.5 If, at any time, A P S  determines that the Four Corners Transaction will not 
close, it shall so inform the Commission and the Signatories by filing a Notice 
to that effect in this Docket. 

MODIFICATION TO ENVIRONMENTAL IMPROVEMENT SURCHARGE 

11.1 

11.2 

11.3 

11.4 

11.5 

For purposes of this proceeding, APS shall withdraw its request for approval of 
the proposed Environmental and Reliability Account ("ERA77) mechanism, and 
APS shall not raise this request before its next general rate case. 

APS shall implement a revised version of the existing Environmental 
Improvement Surcharge ("EIS"). As amended, APS shall no longer receive 
customer dollars through the EIS to pay for government-mandated 
environmental controls. However, when APS invests capital to fbnd any 
government-mandated environmental controls, the EIS will recover the 
associated capital carrying costs, subject to a cap equal to the charge currently 
in place for the EIS. Adjustments to the EIS shall become effective each April 
1'' unless Staff requests Commission review or unless otherwise ordered by the 
Commission. APS will not request a change in the rate cap prior to its next 
general rate case. 

APS will be held responsible for demonstrating that the environmental controls 
were government-mandated and represented a reasonable and prudent option 
available to the Company at that time sufficient to meet the environmental 
requirements. 

The EIS Plan of Administration shall be revised as set forth in Attachment H. 

The existing EIS will be reset to zero on the effective date of the new rates 
contained in this Agreement. 

COST DEFERRAL RELATED TO CHANGES IN ARIZONA PROPERTY 
TAX RATE 

12.1 APS shall be allowed to defer for future recovery, in accordance with the 
provisions of Accounting Standards Codification ("ASC") 980 (formerly SFAS 
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12.3 

No. 71), the following portions of Arizona property +s expense above or below 
the test year level of $141.5 million caused by changes to the applicable 
Arizona composite property tax rate (not changes in the assessed value of 
property). 

(a) When the property tax rate increases: 

0 For 2012: 25% (prorated with an assumed July 1 rate effective date); 
For 2013: 50%; and 

0 For 2014 and all subsequent years: 75%. 

(b) When the property tax rate decreases: 100% in all years. 

No interest shall be applied to the deferred balance. 

Beginning with the effective date of the Commission decision resulting from 
ApS’s next general rate case, any final property tax rate deferral that has a 
positive balance will be recovered fi-om customers over 10 years and any 
deferral that has a negative balance will be refunded to customers over 3 years. 

The Signatories reserve the right to review APS’s property tax deferrals for 
reasonableness and prudence such that the deferrals can be recognized in 
accordance with the provisions of ASC-980 (formerly SFAS No. 71). 

XIII. TRANSMISSION COST ADJUSTMENT MECHANISM 

13.1 

13.2 

13.3 

13.4 

The level of transmission costs presently in APS’s base rates will remain in 
base rates until further order of the Commission. 

The annual TCA adjustment will become effective June 1 of each year without 
the need for affirmative Commission approval, unless Staff requests 
Commission review or unless otherwise ordered by the Commission. 

APS shall file a notice with Docket Control that includes its revised TCA tariff, 
along with a copy of its FERC information filing of its annual update of 
transmission service rates pursuant to its Open Access Transmission tariff 
(“OATT”). This notice shall be filed with the Commission by May 15 of each 
year. 

The TCA Plan of Administration shall be modified as set forth in Attachment I. 
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LOW INCOME PROGRAMS 

14.1 In Section 16.3 of the 2009 Settlement, APS committed to augment the bill 
assistance program approved in Decision No. 69663 by finding $5 million to 
assist customers whose incomes exceed 150% of the Federal Poverty Income 
Guidelines but are less than or equal to 200% of the Federal Poverty Income 
Guidelines. This Agreement provides that any funds remaining of that $5 
million funding requirement may be used to so assist customers whose incomes 
are less than or equal to 200% of the Federal Poverty Income Guidelines. 

14.2 PSA and DSMAC adjustor rates shall apply to low-income customers. The 
billing method for low income customers shall be simplified by transferring 
customers to their corresponding non-low income rate schedule and applying 
the PSA and DSMAC rate schedules to those bills, but then applying a discount 
to the total bill such that low income customers, like other APS customers, will 
have no bill impact in this case as a result of the billing method change. 

SERVICE SCHEDULE 3 (LINE EXTENSIONS) 

15.1 Version 12 of Service Schedule 3, as approved in Decision No. 72684 
(November 18, 2011), shall become effective on the date that rates from this 
case become effective. 

BILL PRESENTATION 

16.1 Within 90 days following approval of this Agreement, APS will initiate 
stakeholder meetings to address issues related to the APS bill presentation with 
a goal of making the bill easier for customers to understand. APS shall 
thereafter file an application with the Commission for any authorization needed 
to modify its bill presentation. Such application shall explain how the APS bill 
presentation proposal reflects the input of stakeholders during the stakeholder 
meeting process. 

RATE DESIGN 

17.1 The Company’s proposed Experimental Rate Schedule AG-1, a buy through 
rate for large commercial and industrial customers, should be capped at 200 
MW and should be approved as modified herein, as should corresponding 
changes to the PSA. Proposed Experimental Rate Schedule AG-1 is set forth in 
Attachment J. Proposed Experimental Rate Schedule AG-1 does not address 
the subject of retail electric competition. 
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17.2 

17.3 

17.4 

17.5 

APS shall make commercialll reasonable efforts to eliminate or mitigate all 
unrecovered costs resulting fiom the AG-1 experimental program established in 
this docket. If there are any lost fixed generation costs related to the AG-1 
experimental rate, in its next general rate case, APS shall provide testimony 
that explains why it was unable to eliminate all lost fixed generation costs. 
Because AG-1 is an experimental program that may benefit certain General 
Service customers, and because residential customers cannot participate in the 
program, any APS proposal in APS’s next general rate case that seeks to collect 
lost fmed generation costs related to the AG-1 experimental rate shall not 
propose to recover such costs from residential customers. 

As recommended by Staff Witness McGarry, APS shall file a study in its next 
General Rate Case Application to support the cost basis of the various charges 
in Service Schedule 1, taking into account the impact Smart Grid technology 
may have on these costs. 

APS shall withdraw its request to establish Service Schedule 9, an economic 
development service schedule. In its place, APS is authorized to pursue 
economic development opportunities through the use of Commission-approved 
special contracts. 

The remaining rate design issues presented by this case shall be resolved as set 
forth in Attachment K. 

COMPLIANCE MATTERS 

18.1 Within ten days after the Commission issues a written order in this matter, APS 
shall file compliance schedules associated with this Docket for Staff review. 
Subject to Staff review, such compliance schedules will become effective on 
the effective date of the new rates contained in this Agreement. 

18.2 APS shall report to the Commission identimg the extent of the challenges 
regarding workforce planning, the specific actions that APS is taking to address 
the issue, and the progress APS is making toward meeting those goals. The 
workforce planning report, which shall be filed on an annual basis in this 
docket on or before May 31, shall be limited to the following job 
classifications: Electrician-Journeyman, Lineman-Journeyman, Technician- 
E&I, and Operator-Power Plant ( W a  Auxiliary Operators and Control 
Operators). At a minimum, the workforce planning report shall set forth: (1) 
the number of employees then currently holding these positions; (2) the present 
mean and median ages of APS’s workforce with respect to those job 
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classifications; (3) the share of retirement-eligible employees, both as a 
percentage and in absolute terms, in each of these job classifications; and (4) 
anticipated hiring and attrition levels for each of these job classifications. 

18.3 Decision No. 70667, as a compliance item, requires APS to periodically file 
with the Commission certain communications with rating agencies. It is 
appropriate to eliminate this filing requirement at this time. 

FORCE MAJEURE PROVISION 

19.1 Nothing in this Agreement shall prevent A P S  from requesting a change to its 
base rates in the event of conditions or circumstances that constitute an 
emergency. For the purposes of this Agreement, the term “emergency” is 
limited to an extraordinary event that, in the Commission’s judgment, requires 
base rate relief in order to protect the public interest. This provision is not 
intended to preclude APS from seeking rate relief or any Signatory from 
petitioning the Commission to examine the reasonableness of APS’s rates 
pursuant to this Section in the event of significant developments that materially 
impact the fmancial results expected under the terms of this Agreement. This 
provision is not intended to preclude any party, including any Signatory to this 
Agreement, fkom opposing an application for rate relief filed by APS pursuant 
to this paragraph. Nothing in this provision is intended to limit the 
Commission’s ability to change rates at any time pursuant to its lawful 
authority . 

COMMISSION EVALUATION OF PROPOSED SETTLEMENT 

20.1 

20.2 

20.3 

20.4 

All currently filed testimony and exhibits shall be offered into the 
Commission’s record as evidence. 

The Signatories recognize that Staff does not have the power to bind the 
Commission. For purposes of proposing a settlement agreement, Staff acts in 
the same manner as any party to a Cornmission proceeding. 

This Agreement shall serve as a procedural device by which the Signatories 
will submit their proposed settlement of APS’s pending rate case, Docket No. 
E-01345A-11-0224, to the Commission. 

The Signatories recognize that the Commission will independently consider 
and evaluate the terms of this Agreement. If the Commission issues an order 
adopting all material terms of this Agreement, such action shall constitute 
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Commission approval of the Agreement. Thereafter, the Signatories shall abide 
by the terms as approved by the Commission. 

20.5 If the Commission fails to issue an order adopting all material terms of this 
Agreement, any or all of the Signatories may withdraw from this Agreement, 
and such Signatory or Signatories may pursue without prejudice their 
respective remedies at law. For purposes of this Agreement, whether a term is 
material shall be left to the discretion of the Signatory choosing to withdraw 
from the Agreement. If a Signatory withdraws from the Agreement pursuant to 
this paragraph and files an application for rehearing, the other Signatories, 
except for Staff, shall support the application for rehearing by filing a 
document with the Commission that supports approval of the Agreement in its 
entirety. Staff shall not be obligated to file any document or take any position 
regarding the withdrawing Signatory's application for rehearing. 

MISCELLANEOUS PROVISIONS 

21.1 This case has attracted a large number of participants with widely diverse 
interests. To achieve consensus for settlement, many participants are accepting 
positions that, in any other circumstances, they would be unwilling to accept. 
They are doing so because this Agreement, as a whole, is consistent with their 
long-term interests and with the broad public interest. The acceptance by any 
Signatory of a specific element of this Agreement shall not be considered as 
precedent for acceptance of that element in any other context. 

21.2 No Signatory is bound by any position asserted in negotiations, except as 
expressly stated in this Agreement. No Signatory shall offer evidence of 
conduct or statements made in the course of negotiating this Agreement before 
this Commission, any other regulatory agency, or any court. 

21.3 Neither this Agreement nor any of the positions taken in this Agreement by any 
of the Signatories may be referred to, cited, or relied upon as precedent in any 
proceeding before the Commission, any other regulatory agency, or any court 
for any purpose except to secure approval of this Agreement and enforce its 
terms. 

21.4 To the extent any provision of this Agreement is inconsistent with any existing 
Commission order, rule, or regulation, this Agreement shall control. 

21.5 Each of the terms of this Agreement is in consideration of all other terms of this 
Agreement. Accordingly, the terms are not severable. 
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21.6 

21.7 

The Signatories shall make reasonable and good faith efforts necessary to 
obtain a Commission order approving this Agreement. The Signatories shall 
support and defend this Agreement before the Commission. Subject to 
paragraph 20.5, if the Commission adopts an order approving all material terms 
of the Agreement, the Signatories will support and defend the Commission’s 
order before any court or regulatory agency in which it may be at issue. 

This Agreement may be executed in any number of counterparts and by each 
Signatory on separate counterparts, each of which when so executed and 
delivered shall be deemed an original and all of which taken together shall 
constitute one and the same instrument. This Agreement may also be executed 
electronically or by facsimile. 
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ARIZONA PUBLIC SERVICE COMPANY 
Palo Verde Decomrnissioning/lSFSI Trust Amounts 
Test Year 12 Months Ended 12/31/10 
(Dollars in Thousands) 

YEAR 
2011 
2012 
2013 
2014 
2015 
2016 
2017 

2019 
2020 
2021 
2022 
2023 
2024 
2025 
2026 
2027 
2028 
2029 
2030 
2031 ’ 2032 
2033 
2034 
2035 
2036 
2037 
2038 
2039 
2040 
2041 
2042 
2043 
2044 
2045 
2046 
2047 

2018 

6/1/2045 
UNIT 1 

$ 4,558 
449 
449 
449 
449 
449 
449 
449 
449 
449 

449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
449 
225 

449 

$ 19,604 

4/24/2046 
UNIT 2 

$ 6,047 

14,968 
14.968 

14.968 
14,968 

$ 65,919 

[l] ACC Jurisdictional share is approximately 97.57% 

11/25/2047 
UNIT 3 

$ 5,414 
1,832 
1,832 
1,832 
1,832 

1.832 
1,832 

1.832 
1,832 
1,832 
1,832 
1,832 

1,832 

1,832 

1,832 
1.832 
1,832 
1,832 
1,832 

1,832 
1,832 

1,832 
1,832 

1,832 

1,832 
1,832 
1,832 
1,832 
1,832 
1,832 
1,832 
3.832 
1,832 
1.832 
1,832 
1,832 
1,832 

f 71,360 

TOTAL 
$ 16,019 

17,249 
17,249 
17,249 
17,249 
2,281 

2,281 
2,281 
2,281 
2,281 
2,281 

2,281 

2.281 
2,281 
2,281 
2,281 

2,281 
2,281 
2,281 
2,281 
2,281 
2,281 
2,281 
2,281 
2,281 
2,281 
2,281 
2.281 

2,281 

2,281 
2,281 
2.281 

2,281 
2,056 

1,832 

2.281 

1,832 

s 156,883 

Attachment B 

ACC 
Jurisdictional 

Amount“’ 
$ 15,630 

16.830 
16,830 
16,830 
16,830 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,226 
2,006 
1,787 
1,787 

$ 153,071 
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1. General Description 
This document describes the plan for administering the Power Supply Adjustment mechanism 
(“PSA”) approved for Arizona Public Service Company (“APS”) by the Commission on June 28, 
2007 in Decision No. 69663, amended by the Commission on December 30, 2009 in Decision 
No. 71448, and as further amended by the Commission on [insert date] in Decision No. xxxxx. 
The PSA provides for the recovery of fuel and purchased power costs, to the extent that actual 
fuel and purchased power costs deviate from the amount recovered through APS’ Base Cost of 
Fuel and Purchased Power ($0.032071 per kWh) authorized in Decision No. xxxxx, from [insert 
date]. It also provides for refund or recovery of the net margins from sales of emission 
allowances, to the extent the actual sales margins deviate from the base rate amount of 
($0.000001) per kWh’. 

The PSA described in this Plan of Administration (“POA”) uses a forward-looking estimate of 
fuel and purchased power costs and margins on the sales of emission allowances (“PSA Costs”) 
to set a rate that is then reconciled to actual costs experienced. 

This PSA includes a limit of $0.004 per kilowatt-hour (kWh) on the amount the PSA rate may 
chhgk in any one year absent express approval of the Cornmission. This PSA also provides a 
mechanism for mid-year rate adjustment in the event that conditions change sufficiently to cause 
extraordinarily high balances to accrue under application of this PSA. 

‘ ($0. OOOOOl) per kWh is the result qfthe following: (201 0 net gains porn sales of SO, allowances of$21,178$(2010 
test year native load sales of 28,075,248 Wh)/ lOOO.  

Efeciive Date W W !  
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2. PSA Components 
The PSA Rate will consist of three components designed to provide for the recovery of actual, 
prudently incurred PSA Costs. Those components are: 

1. The Forward Component, which recovers or refunds differences between expected PSA 
Year (each February 1 through January 31 period shall constitute a PSA Year) PSA Costs 
and those embedded in base rates. 

2. The Historical Component, which tracks the differences between the PSA Year's actual 
fuel and purchased power costs and those recovered through the combination of base rates 
and the Forward Component, and which provides for their recovery during the next PSA 
Year. 

3. The Transition Component, which provides for: 
a. The opportunity to seek mid-year changes in the PSA rate in cases where variances 

between the anticipated recovery of fuel and purchased power costs for the PSA 
Year under the combination of base rates and the Forward Component become so 
large as to warrant recovery/refund, should the Commission deem such an 
adjustment to be appropriate. 

b. The tracking of balances resulting fiom the application of the Transition 
Components, in order to provide a basis for the refind or recovery of any such 
balances. 

Except for circumstances when the Commission approves new base rates, a PSA Year begins on 
February 1 and ends on the ensuing January 3 1. In the event that new base rates become effective 
i n  a date other than February 1, the Commission may, at its discretion, adjust any or all of the 
PSA components to reflect the new base rates. 

On or before September 30 of each year, A P S  will submit a PSA Rate filing, which shall include 
a calculation of the three components of the proposed PSA Rate. This filing shall be 
accompanied by such supporting information as Staff determines to be required. APS will 
supplement this filing with Historical Component and Transition Component filings on or before 
December 3 1 in order to replace estimated balances with actual balances, as explained below. 

a. Forward Comuonent Descriution 
The Forward Component is intended to refund or recover the difference between: (1) PSA Costs 
embedded in base rates and (2) the forecast PSA Costs over a PSA Year that begins on February 
1 and ends on the ensuing January 3 1. APS will submit, on or before September 30 of each year, 
a forecast for the upcoming calendar year (January 1-December 3 1) of its PSA Costs. It will also 
submit a forecast of kWh sales for the same calendar year, and divide the forecast costs by the 
forecast sales to produce the centskWh unit rate required to collect those costs over those sales. 
The result of subtracting the Base PSA Costs fiom this unit rate shall be the Forward 
Component. 

APS shall maintain and report monthly the balances in a Forward Component Tracking Account, 
which will record APS' over/under-recovery of its actual PSA Costs as compared to the Base 
PSA Costs recovered in revenue. The balance calculated as a result of these steps is then reduced 

EfJective Date xrC/XIC/XYXX 
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by the current month's collection of Forward Component revenue. This account will operate on a 
PSA Year basis (Le.; February to January), and its balances will be used to administer this PSA's 
Historical Component, which is described immediately below. 

b. Historical CornDonent Description 
The Historical Component in any current PSA Year is intended to refund or recover the balances 
accumulated in the Forward Component Tracking Account (described above) and Historical 
Component Tracking Account (described below) during the immediately preceding PSA Year. 
The sum of the projected Forward Component Tracking Account balance on January 31 of the 
following calendar year and the projected Historical Component Tracking Account balance on 
January 31 of the following calendar year is divided by the forecast kwh sales used to set the 
Forward Component for the coming PSA Year. That result comprises the proposed Historical 
Component for the coming PSA year, 

APS shall maintain and report monthly the balances in a Historical Component Tracking 
Account, which will reflect monthly collections under the Historical Component and the 
amounts approved for use in calculating the Historical Component. 

Each annual September 30 APS filing will include an accumulation of Forward Component 
Tracking Account balances and Historical Component Tracking Account balances for the 
preceding February through August and an estimate of the balances for September through 
January (the remaining five months of the current PSA Year). The APS filing shall use these 
balances to calculate a preliminary Historical Component for the coming PSA Yea?. On or 
before December 3 1, APS will submit a supplemental filing that recalculates the preliminary 
Historical Component. This recalculation shall replace estimated monthly balances with those 
actual monthly balances that have become available since the September 30 filing. 

The September 30 filing's use of estimated balances for September through January (with 
supporting workpapers) is required to allow the PSA review process to begin in a way that will 
support its completion and a Commission decision, if necessary, prior to February 1. The 
December 31 updating will allow for the use of the most current balance information available 
prior to the time when a Commission decision, if necessary, is expected. In addition to the 

, 4 r j l i  ecember 31 update filing, APS monthly filings (for the months of September through 8 ecember) of Forward Component Tracking Account balance information and Historical 
Component Tracking Account balance information will include a recalculation (replacing 
estimated balances with actual balances as they become known) of the projected Historical 
Component unit rate required for the next PSA Year? 

The Historical Component Tracking Account will measure the changes each month in the 
Historical Component balance used to establish the current Historical Component as a result of 
collections under the Historical Component in effect. It will subtract each month's Historical 

* For example, the September 30,2008 filing would include actual balances for February through August of 2008 
md estimated balances for September 2008 through January 2009. ' This updating to replace estimated with actual information will allow for the Commission to use the latest available 
balance information in determining what Historical Component is appropriate to establish for the coming PSA Year. 

Efectiw Date WAX%! 
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Component collections from the Historical Component balance. The Historical Component 
Account will also include Applicable Interest on any balances. APS shall file the amounts and 
supporting calculations and workpapers for this account each month. 

Attachment C 
Page 4 of 20 

c. Transition Comuonent DescriDtion 

The Transition Component will be used as the method for incorporating any future, approved 
mid-year changes to the PSA rate. APS or Staff may request at any timea change in the PSA rate 
through an adjustment to the Transition Component to address a significant imbalance between 
anticipated collections and costs for the PSA Year under the Forward Component element of this 
PSA. After the review of such request, the Commission may provide for the refund or collection 
of such balance (through a change to the Transition Component Balance) over such period as the 
Commission determines appropriate through a unit rate ($AM) imposed as part of the 
Transition Component. The Commission on its own motion may also change the PSA rate as 
described above. 

Notwithstanding the preceding paragraph, APS may at any time during the PSA Year request to 
reduce the PSA through the Transition Component, which request shall become effective 
beginning with the first billing cycle of the month following the filing of such a request, 
provided APS files the request within the first 15 days of a month and Staff does not file 
opposition to the request. 

A Transition Component Tracking Account will measure the changes each month in the 
Transition Component balance. APS, Staff, or the Commission on its own motion may request 
that the balance in any Transition Component Tracking Account at the end of the period set for 
recovery be included in the establishment of the Transition Component for the coming PSA 
Year. 

: , It 

The Transition Component Account will also include Applicable Interest as determined by the 
Commission. APS shall file the amounts and supporting calculations and workpapers for this 
account each month. 

As it must do for the Historical Component filing, APS shall file on or before September 30 of 
each year an accumulation of Transition Component Tracking Account balances for the 
preceding February &ou#h “August and an estimate of the balances for September through 
January (the remaining flve months of  the prior PSA Year). Those balances will 

nt for the coming PSA Year. 
1 filing to update the Transiti 

Component, and Transition Component. The PSA rate shall be applied to customer bills. Unless 
the Commission has otherwise acted on a new PSA rate by February 1, the proposed PSA rate 
(as amended by the updated December 3 1 filing) shall go into effect. However, the PSA rate may 

Effeciive Date X X Z X X X U  
Page 4 



Attachment C 
Page 5 of 20 

Arizona Corporation Commission 
Docket No. E01345A-11-0224 

Proposed Plan of Administration 
Power Supply Adjustor Mechanism 

not change fi-om the prior year’s PSA rate by more than plus or minus $0.004 per kWh without 
an offsetting change in the Base Cost of Fuel and Purchased Power. The PSA rate shall be 
applicable to APS’ retail electric rate schedules (with the exception of E-36 XL, AG-1, Direct 
Access service and any other rate that is exempt from the PSA) and is adjusted annually. The 
PSA Rate shall be applied to the customer’s bill as a monthly kWh charge that is the same for all 
customer classes. 

The PSA rate shall be reset on February 1 of each year, and shall be effective with the first 
February billing cycle unless suspended by the Commission. It is not prorated. 

4. Filina and Procedural Deadlines 
a. September 30 Filing 

APS shall file the PSA rate with all Component calculations for the PSA year beginning on the 
next February 1, including all supporting data, with the Commission on or before September 30 
of each year. That calculation shall use a forecast of kwh sales and of PSA Costs for the coming 
calendar year, with all inputs and assumptions being the most current available for the Forward 
Component. The filing will also include the Historical Component calculation for the year 
beginning on the next February 1, with all supporting data. That calculation shall use the same 
forecast of sales used for the Forward Component calculation. The Transition Component filing 
shall also include a proposed method for addressing the over or under recovery of any Transition 
Component balances that result from changes in the sales forecasts or recovery periods set or any 
additions to or subtractions fiom Transition Component balances reviewed or approved by the 
Commission since the last February 1 resetting of the new PSA! 

APS shall by Decem 

balances, and the 
with more current 
not available. Unless #e Coqfssion has otherwise acted 

September 30 filing. This up 
balances, the Ehtorical Compone 

ent Tracking Account balances with actual balarices qnd 
months (December and Janupry) for which actual data are 

This method assumes Commission defors the recovery of my approved Trwitl 
1 PSA resetting. The Commission may also, as part o f  tho changes until the next 

Transition Component Balance change, make a PSA change effective on dates and across 
be appropriate when it approves such a Transition Component Balance change. 

the normal application of the balance reconciliation provisions generally established for the PSA. 
No reference in this plan to effectiveness in the absence of Commission action shall be interpreted as precluding 

Effective Date X Y X Y m  
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d. Review Process 

The Commission Staff and interested parties shall have an opportunity to review the September 
30 and December 31 forecast, balances, and supporting data on which the calculations of the 
three PSA components have been based. Any objections to the September 30 caIculations shall 
be filed within 45 days of the APS filing. Any objections to the December 31 calculations shall 
be filed within 15 days of the APS filing. 

5. VerifKation and Audit 
The amounts charged through the PSA shall be subject to periodic audit to assure their 
completeness and accuracy and to assure that all fuel and purchased power costs were incurred 
reasonably and prudently. The Commission may, after notice and opportunity for hearing, make 
such adjustments to existing balances or to already recovered amounts as it finds necessary to 
correct any accounting or calculation errors or to address any costs found to be unreasonable or 
imprudent. Such adjustments, with appropriate interest, shall be recovered or refunded through 
the Transition Component. 

6. Definitions 
Apdicable Interest - Interest is applied on the PSA balance annually at the following rates: any 
over-collection existing at the end of the PSA year will be credited an amount equal to interest at 
a rate equal to the Company’s authorized Return on Equity (“ROE”) or APS’s then-existing short 
term borrowing rate, whichever is greater, and will be r e h d e d  to customers over the following 
12 months; any under-collection existing at the end of the PSA Year will be debited an amount 
equaI to interest at a rate equd to the Company’s authorized ROE or APS’s then-existing short 
term borrowing rate, whichever is less, and will be recovered from customers over the following 
12 months. 

Base Cost of Fuel and Purchased Power - An amount generally expressed as a rate per kWh, 
which reflects the fuel and purchased power cost embedded in the base rates as approved by the 
Commission in APS’s most recent rate case. The Base Cost of Fuel and Purchased Power 
recovered in base revenue is the approved rate per kwh times the applicable sales volumes. 
Decision No. xxxxx set the base cost at $0.0.032071 per kwh effective on [insert date]. 

Base Net Margins on the Sale of Emission Allowances - An amount generally expressed as a rate 
per kWh, which reflects the net margins on sales of SO2 emission allowances embedded in the 
base rates as approved by the Commission in APS’s most recent rate case. The Base Net 
Margins on the Sale of Emission Allowances is set at ($O.OOOOOl) per kWh effective <. ~n ., [insert 
date]. 

Base PSA Costs - A rate equal to the sum of Base Cost of Fuel and Purchased Power and the 
Base Net Margins on the Sale of Emission Allowances. 

Forward Component - An amount generally expressed as a rate per kWh charge that i s  updated 
annually on February 1 of each year and effective with the first billing cycle in February. The 
Forward Component for the PSA Year will adjust for the difference between the forecast PSA 

Effective Date xX/Xu/XXrCX 
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Costs generally expressed as a rate per kwh less the Base PSA Costs generally expressed as a 
rate per kWh embedded in APS's base rates. The result of this calculation will equal the Forward 
Component, generally expressed as a rate per kWh. 

Forward ComDonent Tracking Account - An account that records on a monthly basis APS's 
overhnder-recovery of its actual PSA Costs as compared to the actual Base PSA Costs recovered 
in revenue and Forward Component revenue, plus Applicable Interest. The balance of this 
account as of the end of each PSA Year is, subject to periodic audit, reflected in the next 
Historical Component calculation. APS files the balances and supporting details underlying this 
Account with the Commission on a monthly basis. 

Historical Component - An amount generally expressed as a rate per kWh charge that is updated 
annually on February 1 of each year and effective with the first billing cycle in February unless 
suspended by the Commission. The purpose of this charge is to provide for a true-up mechanism 
to reconcile any over or under-recovered amounts from the preceding PSA Year tracking account 
balances to be refundedcollected fiom customers in the coming year's PSA rate. 

Historical ComDonent Tracking Account - An account that records on a monthly basis the 
account balance to be collected via the Historical Component rate as compared to the actual 
Historical Component revenues; plus Applicable Interest; The balance of which at the close of 
the preceding PSA Year is, subject to periodic audit, then reflected in the next Historical 
Component calculation. APS files the balances and supporting details underlying this Account 
with the Commission on a monthly basis. 

- ISFSI - Costs associated with the Independent Spent Fuel Storage Installation that stores spent 
nuclear fuel. 

Mark-to-Market Accounting - Recording the value of qualifying commodity contracts to reflect 
their current market value relative to their actual cost. 

Native Load - Native load includes customer load in the APS control area for which APS has a 
generation service obligation and PacifiCorp Supplemental Sales. 

Net Margins on the Sale of Emission Allowances - Revenues incurred from the sale of emission 
allowances net of the costs incurred to produce the excess allowances. 

PacifiCoru Sutmlemental Sales - The PacifiCorp Supplemental Sales agreement is a long-term 
contract from 1990 which requires APS to offer a certain amount of energy to PacifiCorp each 
year. It is a component of the set of agreements that led to the sale of Cholla Unit 4 to PacifiCorp 
and the establishment of the seasonal diversity exchange with PacifiCorp. 

Preference Power - Power allocated to APS wholesale customers by federal power agencies such 
as the Western Area Power Administration. 

- PSA - The Power Supply Adjustment mechanism approved by the Commission in Decision No. 
69663, amended by the Commission in Decision No. 71448, and hrther amended by the 

Efictive Date X.V~%%-XX 
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Commission in Decision No. xxxxx, which is a combination of three rate components that track 
changes in the cost of obtaining power supplies based upon forward-looking estimates of PSA 
Costs that are eventually reconciled to actual costs experienced. This PSA allows for special 
Commission consideration of extreme volatility in costs or recovery by means of a mid-year rate 
correction, and provides for a reconciliation between actual and estimated costs of the last two 
months of estimated costs used in Historical Component calculations. 

I ‘. r 

. ,. 

1 

PSA Costs - The combination of System Book Fuel and Purchased Power Costs net of the 
System Book Off-System Sales Revenues as adjusted herein for Rate Schedule AG-1 plus the 
Net Margins on the Sales of Emission Allowances. 

PSA Year - A consecutive 12-month period generally beginning each February 1. 

Rate Schedule AG- 1 - Experimental Alternative Generation Rate Schedule approved by the 
Commission in Decision No. XxxXX. Resale of capacity and energy displaced by Rate 
Schedule AG-1 shall be excluded from the PSA on a pro-rata basis, by dividing the amount of 
monthly metered sales to AG-1 customers by the net monthly total of off-system sales and 
multiplying that result by total off-system sales margins. The portion of capacity and energy 
sales margins that is not the result of displacement fiom Rate Schedule AG-1 will continue to be 
a credit to the PSA. 

System Book Fuel and Purchased Power Costs - The costs recorded for the fuel and purchased 
power used by APS to serve both Native Load and off-system sales, less the costs associated 
with applicable special contracts, E-36 XL, AG-1, RCDAC-1, ISFSI, and Mark-to-Market 
Accounting adjustments. Wheeling costs are included; broker fees are included up to the level in 
the Base Cost of Fuel and Purchased Power authorized in Decision No.xxxxx. 

System Book Off-System Sales Revenue - The revenue recorded f?om sales made to non-Native 
Load customers, for the purpose of optimizing the APS system, using APS-owned or contracted 
generation and purchased power, less Mark-to-Market Accounting adjustments. 

Traditional Sales-for-Resale - The portion of load from Native Load wholesale customers that is 
served by APS, excluding the load served with Preference Power. 

Transition Component - An amount generally expressed as a rate per kwh charge to be applied 
when necessary to provide for significant changes between estimated and actual costs under the 
Forward Component, 

Transition Component Tracking Account - An account that records on a monthly basis the 
account balance to be collected via the Transition Component as compared to the actual 
Transition Component revenues, plus applicable interest; the balance of which upon Commission 
consideration may then be reflected in the next Transition Component calculation. APS files the 
balances and supporting details underlying this Account with the Commission on a monthly 
basis. 

Efictive Datexu/xu/xuxu 
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Wheeling Costs (FERC Account 565, Transmission of Electricitv by Others) - Amounts payable 
to others for the transmission of APS's electricity over transmission facilities owned by others. 

7. Schedules 
Samples of the following schedules are attached to this Plan of Administration 

Schedule 1 
Schedule 2 
Schedule 3 
Schedule 4 
Schedule 5 
Schedule 6 
Schedule 7 

Power Supply Adjustment (PSA) Rate Calculation 
PSA Forward Component Rate Calculation 
PSA Year Forward Component Tracking Account 
PSA Historical Component Rate Calculation 
Historical Component Tracking Account 
PSA Transition Component Rate Calculation 
PSA Transition Tracking Account 

8. Compliance Reports 
APS shall provide monthly reports to Staff's Compliance Section and to the Residential Utility 
Consumer Offrce detailing all calculations related to the PSA. An APS Principal Officer, as 
listed in the Company's annual report filed with the Commission's Corporations Division, shall 
certig under oath that all information provided in the reports itemized below is true and accurate 
to the best of his or her information and belief. These monthly reports shall be due within 30 
days of the end of the reporting period. 

The publicly available reports will include at a minimum: 

1. The PSA Rate Calculation (Schedule 1); Forward Component, Historical Component, 
and Transition Component Calculations (Schedules 2, 4, and 6); Annual Forward 
Component, Historical Component, and Transition Component Tracking Account 
Balances (Schedules 3, 5,  and 7). Additional information will provide other relative 
inputs and outputs such as: 

a. Total power and fuel costs. 
b. Margins on the sale of excess emission allowances. 
c. Off-system sales margins attributable to capacity freed up due to Rate Schedule 

d. Customer sales in both MWh and thousands of dollars by customer class. 
e. Number of customers by customer class. 
f. A detailed listing of all items excluded from the PSA calculations. 
g. A detailed listing of any adjustments to the adjustor reports. 
h. Total off-system sales revenues. 
i. System losses in MW and MWh. 
j. Monthly maximum retail demand in MW. 

AG-1. 

2. Identification of a contact person and phone number from APS for questions. 

- ~~ 

Effective Date XWXX/XYXY 
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APS shall provide to Commission Staff monthly reports containing the information listed below. 
These reports shall be due within 30 days of the end of the reporting period. All of these 
additional reports will be provided confidentially. 

A. Information for each generating unit shall include the following items: 
1. Net generation, in MWh per month, and 12 months cumulatively. 
2. Average heat rate, both monthly and 12-month average. 
3. Equivalent forced-outage rate, both monthly and 12-month average. 
4. Outage information for each month including, but not limited to, event type, start date 

and time, end date and time, and a description. 
5.  Total he1 costs per month. 
6 .  The fuel cost per kwh per month. 

B. Information on power purchases shall include the following items per seller (information on 
economy interchange purchases may be aggregated): 

1. The quantity purchased in MWh. 
2. The demand purchased in MW to the extent specified in the contract. 
3. The total cost for demand to the extent specified in the contract. 
4. The total cost of energy. 

C, Information on off-system sales shall include the following items: 
1. An itemization of off-system sales margins per buyer. 
2. Details on negative off-system sales margins. 

D. Fuel purchase information shall include the following items: 
1. Natural gas interstate pipeline costs, itemized by pipeline and by individual cost 

components, such as reservation charge, usage, surcharges and fuel. 
2. Natural gas commodity costs, categorized by short-term purchases (one month or less) 

and longer term purchases, including price per therm, total cost, supply basin, and 
volume by contract. 

E. AF’S will also provide: 
1. Monthly projections for the next 12-month period showing estimated (Over)/under- 

collected amounts. 
2. A summary of unplanned outage costs by resource type. 
3. A summary of the net margins on the sale of emission allowances. 
4. The data necessary to arrive at the System and Off-System Book Fuel and Purchased 

Power cost reflected in the non-confidential filing. 
5.  The data necessary to arrive at the Native Load Energy Sales MWh reflected in the non- 

confidential filing. 

Work papers and other documents that contain proprietary or confidential information will be 
provided to the Commission Staff under an appropriate confidentiality agreement. APS will keep 
fuel and purchased power invoices and contracts available for Commission review. The 
Commission has the right to review the prudence of fuel and power purchases and any 

Efective Date AWXY/XYXY 
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calculations associated with the PSA at any time. Any costs flowed through the PSA are subject 
to refund if those costs are found to be imprudently incurred. 

9. Allowable Costs 

a. Accounts 

The allowable PSA costs include fuel and purchased power costs incurred to provide service to 
retail customers. And, the prudent direct costs of contracts used for hedging system fuel and 
purchased power will be recovered under the PSA. Additionally, the net margins on the sale of 
emission allowances will also be refunded or recovered through the PSA. The allowable cost 
components include the following Federal Energy Regulatory Commission ("FERC") accounts: 

501 Fuel (Steam) 
0 5 18 Fuel (Nuclear) less ISFSI regulatory amortization 

547 Fuel (Other Production) 
555 Purchased Power 

0 

0 

565 Wheeling (Transmission of Electricity by Others) 
41 1 O&M (Margins on the Sale of Emission Allowances) 

Additionally, broker fees recorded in FERC account 557 are allowable up to the limit set in 
Decision' No. xxxxx. 

These accounts are subject to change if the Federal Energy Regulatory Commission alters its 
accounting requirements or definitions. 

b. Directlv Assivnable Power SuWv Costs Excluded 

Decision No. 66567 provides A P S  the ability to recover reasonable and prudent costs associated 
with customers who have left APS standard offer service, including special contract rates, for a 
competitive generation supplier and then return to standard offer service. For administrative 
purposes, customers who were direct access customers since origination of service and request 
standard offer service would be considered to be returning customers. A direct assignment or 
special adjustment may be applied that recognizes the cost differential between the power 
purchases needed to accommodate the returning customer and the power supply cost component 
of the otherwise applicable standard offer service rate. This process is described in the Returning 
Customer Direct Access Charge rate schedule and associated Plan for Administration filed with 
the Commission. 

In addition, if APS purchases power under specific terms on behalf of a standard offer special 
contract customer, the costs of that power may be directly assigned. In both cases, where specific 
power supply costs are identified and directly assigned to a large returning customer or standard 
offer special contract customer or group of customers, these costs will be excluded from the 
Adjustor Rate caIculations. ScheduIe E-36 XL, and AG-I customers are directly assigned power 
supply costs based on the APS system incremental cost at the time the customer is consuming 
power from the APS system so their power supply costs and kwh usage are excluded from the 
PSA. 

Effective Date XYI/XY;/XXXY 
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Attachment D 

Renewable Energy Projects Transferred from the Renewable 
Energy Surcharge (“RES”) to Base Rates 

Project Name 

Paloma 

Hyder I 

Hyder I1 

Cotton Center 

Schools & 
Government 
Program 

Community 
Power Project - 
Flagstaff 

Project In-Service 
Description Date 

17 MW photovoltaic utility-scale solar generating 
facility pursuant to AZ Sun Program approved in 
Decision No. 7 1502 

September 
201 1 

Phase I or 11 MW of a 16 MW photovoltaic utility- 
scale solar generating facility pursuant to AZ Sun 
Program approved in Decision No. 7 1502 

October 
201 1 

March 
2012 

Phase 11 or 5 MW of a 16 MW photovoltaic utility- 
scale solar generating facility pursuant to AZ Sun 
Program approved in Decision No. 7 1502 

17 MW photovoltaic utility-scale solar generating 
facility pursuant to, AZ Sun Program approved in 
Decision No. 71502 

October 
201 1 

0.7 MW of small solar systems on schools and 
government facilities pursuant to program approved 
in Decision No. 721 74 

As Built 

_ _ _ _ ~  

1.35 M W  of distributed renewable energy systems 
pursuant to the program approved in Decision No. 
71646 

As Built 

ACC Jurisdiction of 15-Months of Solar Generation Post-Test Year Plant 
Additions: 

Gross Utility Plant in Service $ 232.573M 
Less: Accumulated Depreciation & Amortization 3.391111 
Net Utility Plant in Service 
Less: Total Deductions 
Total Additions 
Total Rate Base 

229.182M 
2.476M 

$ 226.706M 
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Settlement BSC for Residential Rates 

kWh Total BSC BSC Total 
per Month $ Bill Standard opt-out Delta % Bill 

Rate E-12 (Non-Time of Use) 
0-400 

401-400 
801-2000 

2001+ 

Rate ET-1 & ET-2 (Time of --e 
0-400 

401-800 
801-2000 

2001+ 

49.70 8.55 9.15 0.60 
96.55 8.55 9.75 1.20 
252.37 8.55 11.30 2.75 
652.67 8.55 15.05 6.50 

58.06 16.68 17.28 0.60 
97.07 16.68 17.88 1.20 
214.07 16.68 19.43 2.75 
506.49 ' 16.68 23.18 6.50 

Rate ECT-1R & ECT-2 (Time of Use with Demand Charge) 
0-400 71.12 16.68 17.28 0.60 

401-800 100.60 16.68 17.88 1.20 
801-2000 177.81 16.68 19.43 2.75 

2001+ 337.05 16.68 23.18 6.50 

These Opt-Out BSCs will remain fixed throughout the four-year rate period and until new rates are set. 

1.21% 
1.24% 
1.09% 
1.00% 

1.03% 
1.24% 
1.28% 
1.28% 

r .  

0.84% 
1.19% 
1.55% 
1.93% 

Page 1 of 1 
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Lost Fixed Cost Recovery (“LFCR”) 
Plan of Administration 

Table of Contents 
1. General Description .................................................................................................................... 1 
2. Definitions ................................................................................................................................... 1 
3. LFCR Annual Incremental Cap .................................................................................................. 3 
4. Filing and Procedural Deadlines ................................................................................................ 3 
5. Compliance Reports .................................................................................................................... 3 

I .  General Description 
This document describes the plan of administration for the LFCR mechanism approved for 
Arizona Public Service Company (“APS” or “Company”) by the Arizona Corporation 
Commission (“ACC”) on [insert date] in Decision No. XXXXX. The LFCR mechanism provides 
for the recovery of lost fixed costs, as measured by revenue, associated with the amount of 
energy efficiency (“E,,? savings and distributed generation (“DG”) that is authorized by the 
Commission and determined to have occurred. Costs to be recovered through the LFCR include 
the portion of transmission costs included in base rates and a portion of distribution costs, other 
than what is already recovered by (1) the Basic Service Charge and (2) 50% of demand revenues 
associated with distribution and the base rate portion of transmission. 

2. Definitions 
Applicable Companv Revenues - The amount of revenue generated by sales to retail customers, 
for all applicable rate schedules, less the amount of revenue attributable to sales to Opt-Out 
residential customers. 

Current Period - The most recent adjustment year. 

Demand Stability Factor - Fifty percent of distribution and transmission demand-based revenue 
produced by base rates. 

DG Savings - The amount of MWh sales reduced by DG. A P S  shall use statistical verification, 
output profile, or meter data for DG systems until December 3 1,2014. Beginning January 2015, 
APS shall only use meter data to calculate DG system savings. Each year, APS will use actual 
data through September and forecast data for the remainder of the calendar year to calculate the 
savings. The calculation of DG Savings will consist of the following by class: 

1. Current Period: The annual energy production (MWh) produced by the 
cumulative total of DG installations since the effective date of APS’s most recent 
general rate case. 

2. Excluded MWh Production: The reduction of recoverable DG Savings calculated 
as follows: (1) for residential Opt-Out customers by either, dividing the number of 
Opt-Out residential customers by the total number of residential customers and 
multiplying that result by total residential DG Savings or using actual metered 
production, and (2) for commercial and industrial customers, by subtracting the 
amount of DG produced by customers on Excluded Rate Schedules. 

Page 1 of 4 
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3. TNe-Up Prior Period: The reconciliation of APS’s forecast data of DG sales 
reductions for the three months in the Prior Period to verified DG sales reductions 
in the Prior Period. 

Distribution Revenue - The amount determined at the conclusion of a rate case by multiplying 
both residential and general service adjusted test year billing determinants (kW and kWh) by 
their approved delivery charges. Any demand (kw) based delivery revenue will be reduced by 
the Demand Stability Factor. 

EE Promams - Any program approved in A P S ’ s  annual implementation plan. 

EE SavinPs - The amount of sales, expressed in MWh, reduced by EE as demonstrated by the 
Measurement, Evaluation, and Reporting (“MER”) conducted for EE programs. EE Savings shall 
be pro-rated for the number of days that new base rates are in effect during the initial 
implementation of the LFCR. The calculation of EE Savings will consist of the following by 
class: 

1. Cumulative Verified The cumulative total MWh reduction as determined by the 
MER using the effective date of APS’s most recent general rate case as a starting 
point. 

2. Current Period: The annual EE related sales reductions (Mwh). Each year, APS 
will use actual MER data through September and forecast data for the remainder 
of the year to calculate savings. 

3. Excluded MWh reduction: The reduction of recoverable EE Savings calculated as 
follows: (1) for residential Opt-Out customers by, dividing the number of Opt-Out 
residential customers by the total number of residential customers and multiplying 
that result by Current Period Savings, and (2) for commercial and industrial 
customers, by subtracting the amount of EE Savings actually achieved by 
customers on Excluded Rate Schedules. 

4. True-Up Prior Period: The reconciliation of APS’s forecast data of EE sales 
reductions for the three months in the Prior Period to verified EE sales reductions 
in the Prior Period. 

Excluded Rate Schedules - The LFCR mechanism shall not apply to large general service 
customers taking service under rate schedules E-32 L, E-32 L TOU, E-34, E-35 and E-36 XL, or 
to unmetered General Service customers under E-30 and lighting schedules. 

LFCR Adiustment - An amount calculated by dividing Lost Fixed Cost Revenue by the 
Applicable Company Revenues. This adjustment percentage will be applied to all customer bills, 
excluding both those that have chosen to Opt-Out and those on Excluded Rate Schedules. 

Lost Fixed Cost Rate - A rate determined at the conclusion of a rate case by taking the sum of 
allowed Distribution Revenue and base rate Transmission Revenue for each rate class and 
dividing each by their respective class adjusted test year k w h  billing determinants. 

Page 2 of 4 
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Lost Fixed Cost Revenue - The amount of fixed costs not recovered by the utility because of EE 
and DG during the period. This amount is calculated by multiplying the Lost Fixed Cost Rate by 
Recoverable MWh Savings, by rate class. 

Opt-Out - The rate schedule choice for residential customers to opt out of the LFCR in the form 
of an optional BSC. The number of Opt-Out customers will be expressed as the annual average 
number of customers “Opting-Out” over the Current Period. The LFCR mechanism shall not be 
applied to residential customers who choose the Opt-Out provision. This rate will be made 
available to customers at the time of the first LFCR adjustment. 

Prior Period - The 12 months preceding the Current Period. 

Recoverable MWh Savings - The sum of EE Savings and DG Savings by rate class. 

Total Fixed Revenue - The total of Transmission Revenue and Distribution Revenue by Class. 

Transmission Revenue - The amount of revenue determined at the conclusion of a general rate 
case by multiplying both residential and general service adjusted test year billing determinants 
(kW and kWh) by the approved base rate transmission charge within their respective rate 
schedules. Any demand (kW) base rate Transmission Revenue will be reduced by the Demand 
Stability Factor. 

3. LFCR Annual Incremental Cap 
The LFCR Adjustment will be subject to an annual 1% year over year cap based on Applicable 
Company Revenues. If the annual LFCR Adjustment results in a surcharge and the annual 
incremental increase exceeds 1% of Applicable Company Revenues, any amount in excess of the 
1% cap will be deferred for collection until the first future adjustment period in which including 
such costs would not cause the annual increase to exceed the 1% cap. The one-year Nominal 
Treasury Constant Maturities rate contained in the Federal Reserve Statistical Release H-15 or its 
successor publication will be applied annually to any deferred balance. The interest rate shall be 
adjusted annually and shall be that annual rate applicable to the first business day of the calendar 
year. 

4. Filing and Procedural Deadlines 
APS will file the calculated Annual LFCR Adjustment, including all Compliance Reports, with 
the Commission for the previous year by January 15’. The new LFCR Adjustment will not go 
into effect until approved by theCommission . 
5. Compliance Reports 
ApS will provide comprehensive compliance reports to Staff and the Residential Utility 
Consumer Office. The information contained in the Compliance Reports will consist of the 
following schedules: 

0 

0 Schedule 3: LFCR Calculation 

Schedule 1 : LFCR Annual Adjustment Percentage 
Schedule 2: LFCR Annual Incremental Cap Calculation 
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0 Schedule 4: LFCR Test Year Rate Calculation 
0 Schedule 5: Distribution and Transmission Revenue Calculation - General Service 

Schedule 6: Distribution and Transmission Revenue Calculation - Residential 

Schedules 1 through 6, attached hereto, will be submitted with ApS's annual compliance filing. 

Page 4 of 4 
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Schedule 1 : LFCR Annual Adjustment Percentage 
($000) 
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(A) (B) (C) 
Line No. Annual Percentage Adjustment Reference Total 

1. Total Lost Fixed Cost Revenue for Current Period Schedule 2, Line 13 $ 

2. Applicable Company Revenues Schedule 2, Line 1 

3. % Applied to Customer's Bills (Line 1 / Line 2) 0.0000% 

Note: For the Current Period, the fidl revenue per customer decoupling mechanism that was proposed in A P S I S  
June 1,201 1 rate application (including all customers and offering no residential Opt-Out alternative) would 
have resulted in a total revenue adjustment of$X and average customer bill impact of Y%. 

Page 1 of 6 
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Schedule 2: LFCR Annual Incremental Cap Calculation 

($000) 

1. 

2. 
3. 

4. 

5 .  
6. 
7. 
8. 

9. 

10. 

11 .  

12. 

13. 

( 4  (B) (C) 
Line No. LFCR Annual Incremental Cap Calculation ' Reference Totals 

Applicable Company Revenues J 
Ailowed Cap % 1 .OO% 
Maximum Allowed Incremental Recovery (Line 1 * Line 2) s 
Total Lost Fixed Cost Revenue 

Total Deferred Balance from Previous Period 
Annual Interest Rate 

Schedule 3, Line 38, Column C 
Previous Filing, Schedule 2, Line 

11, Column C 

$ 

0.00%) 
Interest Accrued on Deferred Balance 
Total Lost Fixed Cost Revenue Current Period 

(Line 5 * Line 6) 
(Line 4 +Line 5 + Line 7) $ 

Lost Fixed Cost Revenue from Prior Period 
Previous Filing, Schedule 2, Line 

13, Column C $ 

Total Incremental Lost Fixed Cost Revenue for Current Year (Line 8 - Line 9) $ 

Amount in Excess of Cap to Defer (Line 10 - Line 3) $ 

Incremental Period Adjustment as % [(Line 10 - Line 1 I)'/ Line 11 0.00% 

Total Lost Fixed Cost Revenue for Current Period (Line 8 - Line 11) $ 

Page 2 of 6 
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($000) 
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(A) (B) (C) @) 
Lost Fixed Cost Rcvmuc Calculation Reference Totals Unila Line No. 

Residential 
Energy Efficency Savings 

1. Current Period - MWh 

3. Excluded MWh reduction (Line I Line 2) - MWh 
4. Net - Current Period (Line 1 - Line 3) - MWh 

2. Y. of Residential Customers on Opt-Out 0.0% 

Revious Filing, Schedule 3, Line 4, 
S. Prior Period Column C - MWh 
6. Verified - %or Period - MWh 
7. Trueup PI~U Period (Line 6 -Line 5)  - MWh 

8. Cumulative Verified Column C +Line 6) - MWh 
(Previous Filing, Schedule 3, Line 8. 

9. Total Rssoverable EE Savings (Line 4 +Line 7 +Line 8) - MWh 

Distribuwi Genuatioo Savings 
IO. current Period I MWh 
11. Excluded MWh production " M W h  
12. Net - Current P a d  (Line IO - Line 11) - M W h  

13. Prior Period Column C - M W h  
14. Verified - Prior Period - MWh 
IS. TNeUp Prior P d o d  (Line 14 - Line 13) - M w h  

16. Total Rsavmble  DG Savings (Line I2 +Line IS) - MWh 

Previous Filing, Schedule 3. Line 12, 

17. Total R#waahIc MWh Savings (Line 9 + Line 16) - m  

19. Resi&ntial -Lost Fixed Cart Revenue (Line 17 Line 18) s 
18. Residential - Lost Fixed Coat Rate Schedule 4, Line 5, Column C $ - YkWh 

C&I 
Energy Effiaocy Savings 

20. Cmmt Puiod - MWh 
21. Excluded MWh reduction - MWh 
22. Net - Cumnt Period (Line 20 - Line 21) - MWh 

71 
Previous Filing, Schedule 3, Line 22, 

Priorpaid Column C Mwh .~~~~ ~ . ~ ~ . ~  --. 
24. Verifled - Prior Period - M w h  
25. True-Up Prior Period (Line 24 - Line 23) - M w b  

(Previous Filing, Schedule 3. Line 26, 
26. Cumulative Verified Column C + Line 24) - MWh 
27. Tntal Recoverable EE Savings (Line 22 + Line 25 + Line 26) - m  

Distributed Generation Savings 
28. current Period 

MWh Do Savings born Rate Seedules Excluded h m  
- MWh 

29. LFCR - MWh 
30. Net - Current Period (Line 28 - Line 29) - M W h  

R e v i m  Filing, Schedule 3, Line 30, 
31. Prior Period Column C - MWh 

33. TrueUp Prior Period (Line 32 - Line 31) - MWh 

34. Total Recoverable DO Savings (Line 30 + Line 33) - MWh 

32. Verified - Prior Period - MWh 

25 Total Recoverable MWh Savin= (Line, 27 +Line 34) - MWL 
36. C&l -Lost Fixed Cod Raie Schedule 4. Line 10, C o l h n  C $ - VkWh 
37. -1- Lost Fixed Cost Revmue (Line 35 Line 36) S 

38. Total Lost Fixed Cost Revenue (Line 19 + Line 37) s 
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Lost Fixed Cost Recovery Mechanism 
Schedule 4: LFCR Test Year Rate Calculation 

($000) 

(A) (B) (C) 
Line No. Lost Fixed Cost Rate Calculation Reference Total 

1. 
2. 
3. 

4. 
5. 

6.  
7. 
8. 

9. 
10. 

Residential Customers 
Distribution Revenue Schedule 6, Line 13, Column H $ 

Transmission Revenue Schedule 6, Line 13, Column I $ 
Total Fixed Revenue (Line 1 + Line 2) $ 

Schedule 6, Line 12, Column C / 
MWh Billed 1,000 

Lost Fixed Cost Rate (Line 3 /Line 4) $ 

C & I Customers 
Distribution Revenue Schedule 5,  Line 13, Column H .$ 

Transmission Revenue Schedule 5,  Line 13, Column I S 
Total Fixed Revenue (Line 6 + Line 7) $ 

Schedule 5, Line 12, Column C / 
MWh Billed 1,000 

Lost Fixed Cost Rate (Line 8 / Line 9) 9 
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DEMAND SIDE MANAGEMENT ADJUSTMENT CHARGE 

xxxx-xx-xx 

1. GENERAL DESCRIPTION: 
This document describes the plan for administering the Demand Side Management Adjustment Charge 
(“DSMAC”) approved for Arizona Public Service Company (‘‘AFV) by the Arizona Corporation 
Commission (“Commission”) in Decision No. 67744, and later revised by the Commission in Decision 
Nos. 71448 and XXXXXX. The DSMAC provides for the recovery of Demand Side Management 
(“DSM”) program costs, including energy efficiency and demand response programs, and energy efficiency 
performance incentives. The DSMAC is applied to Standard Offer or Direct Access customer’s bills as a 
monthly kilowatt-hour charge (for Residential customers and General Service customers m c d  in 
accordance with non-demand billed rate schedules) or kilowatt demand charge (for General Service 
customers served in accordance with demand billed rate schedules). The charge will be filed with the 
Commission annually when APS submits the Energy Efficiency Implementation Plan (“EEIP”) for 
approval. This will occur July 15,2009 for the 2010 program year, and on June 1‘ of all subsequent years. 
If approved by the Commission, the charge will be effective each year beginning with billing cycle 1 of the 
March revenue month and will not be prorated. 

Recovery of all applicable programs costs and incentives will be allowed for all programs that have been 
approved by the Commission. 

2. RATE SCHEDULE APPLICABILITY: 

3. ALLOWABLE COSTS: 

The DSMAC shall be applied monthly to every retail Standard Offer or Direct Access service. 

The types of allowable costs are as follows: 

A. Program Costs (PC) Allowable expenses include, but are not limited to: 
Program development, implementation, prmotion, administrative 
and general, training and technical assistance, marketing and 
communications, evaluation costs, monitoring and metering costs, 
advertising, educational expenditures, customer incentives, research 
and development, data collection (such as end-use), tracking systems, 
self direction costs, measurement evaluation and research (MER), 
demonstration facilities and all other activities required to design and 
implement cost-effective DSM programs (energy efficiency and 
demand response) that are approved by the Commission in the EEIP. 
For those DSM programs that generate revenue, the revenue, if any, 
will be credited back to the DSMAC. Unrewvered fixed costs will 
not be recoverable through the DSMAC. 

Performance Incentives (PI) Represents a percentage share of the net economic benefits 
(benefits minus costs) from approved energysfficiency programs 
based on a graduated scale that is capped at a percentage of EE PC. 

B. 

Performance Incentive Performance Incentive 
Capped at % of Energy Achievement Relative as % of Energy 

to the Energy Efficiency Efficiency Program 
Efficiency Standard Net Benefits costs 

c 85% 0% 0% 
85% to 95% 6% 12% 
96% to 105% 7% 14% 
>I 05% 8% 16% 

4. DETERMMATION OF TRUE-UP: 
The actual allowable cost recovered for approved DSM programs will be compared to the actual revenues 
received by the Company through the DSMAC. The True-Up (TU) will be based on the amount in the TU 
balancing account. This balance will include past period PC, P1 and DSMAC revenue collection accruals 
as of April 30th of the filing year. Past period PC and PI are found on Schedule 2 of the DSMAC 

Page 1 of 3 
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calculations. Past period DSh4AC revenue is found in Schedule 1 of the DSMAC calculations. The TU 
balancing account computation will be provided annually in Schedule 3 of the DSMAC calculations. 

In the event that PC or PI are more or less than DSMAC revenues collected as of the last billing cycle of 
February, the over or under collection will be subtracted from or added to the DSMAC calculation in the 
subsequent period. Any over collection will accrue interest charges. Under collections will not accrue 
interest. 

Illustrative Table of Events 

Date I Included Items 
711 512009 I File 2010 EElP with 2010 DSMAC 

DSMAC includes: 201 0 forecast of PC and PI 
2009 forecast of PC and PI 
TU balancing account as of the last billing cycle 

3/1/2010 
611 I201 0 

I DSMAC start from 2010 EElP 
I File 201 1 EElP with 201 1 DSMAC 

DSMAC includes: 201 1 forecast of PC and PI 
TU balancing account as of the last billing cycle 
of February 
DSMAC start from 201 1 EElP 
File 2012 EElP with 2012 DSMAC 
2012 forecast of PC and PI 
TU balancing account as of the last billing cycle 
of February 

3/1/2011 
6/1/2011 

DSMAC includes: 

5.  DETERMINATION OF THE ADJUSTOR CHARGE: 
By July 15,2009 and on June 1" of each subsequent year, APS will file a revised DSMAC with supporting 
documentation in the EEIP. The DSMAC will be calculated by projecting PC and PI for the upcoming 
year, adjusted by the over or under collection of previous periods. This calculation will be provided in the 
annual DSMAC calculation on Schedule 4. 

The DSMAC for purposes of recovering PC and PI under the DSM Program will be developed based on 
the following formula: 

DSMAC = PC + PI + Tu + I  
Sal= 

Where: 

PC = 

PI - - 

T u =  

Program Costs as defined in section 3 forecast for the upcoming year. 

Performance Incentives as defmed in section 3 forecast for the upcoming year. 

Any "true-up" balance as defmed in section 4. 

I - - Interest associated on any over recovery of DSMAC costs for the prior period. 
The interest rate is based on the one-year Nominal Treasury Maturities rate from the 
Fedaal Reserve H-15 or its successor publication. The interest rate shall be adjusted 
annually on the first business day of the calendar year. 

Sales = Forecast energy &Wh) sales under applicable electric rate schedules during the 
Adjustor Period in which this adjustor will be effective. 

Adjustor 
Period = The 12 month period beginning with the first billing cycle during March of the 

current year and ending with the last billing cycle of February of the next year. 
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PLAN OF ADMINISTRATION 

The DSMAC for General Service customers that are billed on demand will be calculated as a per kW 
charge. The DSMAC for General Service customers that are not billed on demand will be calculated as a 
per kwh charge. To calculate the per kW charge, the recoverable costs shall first be allocated to the 
General Service class based upon the number of k W h  consumed by that class. The remainder of the 
recoverable costs allocated to the General Service class shall then be divided by the kW billing 
determinants for the demand billed customers in that class to determine the per kW DSMAC. 

For residential billing purposes, the DSMAC and the Renewable Energy Surcharge (“RES”) are combined 
and will appear on customer bills as the “Environmental Benefits Surcharge”. For the billing of general 
service and other non-residential customers, the Company may, but is not required to, provide for such 
combined billing of the RES and DSMAC. In any event, each adjustor shall have separate rate schedules 
and will be. kept separate in the Company’s books, records, and reports to the Commission. 

6. REVIEW PROCESS: 
The proposed DSMAC for use during a specific Adjustor Period will be calculated as shown in Section 4. 
APS will file an updated adjustor charge each year with its EEIP. The fust filing will be July 15,2009, and 
June 1’‘ each year thereafter. If approved by the Commission, changes in the DSh4AC will go into effect 
on the frst billing cycle of March in the Adjustor Period. 

Page 3 of 3 
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PLAN OF ADMINISTRATION 
ENVIRONMENTAL IMPROVEMENT SURCHARGE 

Environmental Improvement Surcharge 
Plan of Administration 

Table of Contents 
I .  General Description .................................................................................................................... 1 
2. DeJinitions ................................................................................................................................... 1 

4. Calculation of EIS Capital Carrying Costs ................................................. ............................... 2 

6. Filing and Procedural Deadlines ............................................................................................... 3 

3. Qualified FERC Accounts.. ........................................................................................................ . 2  

5. Calculation of $IS $per kWh rate .............................................................................................. 3 

I .  General Description 

This document describes the plan for administering the Environmental Improvement 
Surcharge (“EIS”) approved for the Arizona Public Service Company (“APS”)  by the 
Arizona Corporation Commission (“ACC” or “Commission”) on [insert date] in Decision 
No. XXXXX. The EIS provides for the recovery of the capital carrying costs effect of 
actual environmental investments made by APS and not already recovered in base rates 
approved in Decision No. XxxXX or recovered through another Commission approved 
adjustment. The EIS will be calculated annually based on the EIS Qualified Investments 
closed to plant-in-service during the preceding calendar year. 

2. DeJinitions 

EIS Oualified Investments - Investments in Qualified Environmental Improvement 
Projects. Each EIS Qualified Investments must: (1) be classified in one or’ more of the 
FERC plant accounts as listed in Section 3 of this document, or any other successor FERC 
account, upon going into service, (2) be tracked by a specific project number. 

Oualified Environmental Improvement Proiects - Projects designed to comply with 
established environmental standards required by federal, state, tribal, or local laws and 
regulations. These standards and criteria for water, waste, and air include but are not 
limited to limits for carbon dioxide (C02), s u l h  oxide (SOX), nitrogen oxide (”Ox), 
particulate matter (PI@, volatile organic compounds (VOC), and toxics such as mercury 
(Hg), coal ash management, and requirements under the dean and safe drinking water acts. 

Total k w h  Sales - The total prior calendar year energy (kwh) sales served under 
applicable ACC jurisdictional electric rate schedules, except Rate Schedules E-3 6 XL 
andAG-1, as reported in the Company’s FERC Form No. 1. 

Effective Date: XXIXXIXXXX 
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PLAN OF ADMINISTRATION 0 aps ENVIRONMENTAL IMPROVEMENT SURCHARGE 

I 3. Qualified FERC Accounts 

1. Steam Production 
0 FERC Account 3 10 - Land and Land Rights 
0 FERC Account 3 1 1 - Structures and Improvements 
0 FERC Account 3 12 - Boiler Plant Equipment 
0 FERC Account 3 13 - Engines and Engine-Driven Generators 
0 FERC Account 3 14 - Turbogenerator Units 
0 FERC Account 3 15 - Accessory Electric Equipment 
0 FERC Account 3 16 - Miscellaneous Power Plant Equipment 

I 

2. Nuclear Production 
0 FERC Account 320 - Land and Land Rights 
0 FERC Account 32 1 - Structures and Improvements 
0 FERC Account 322 - Reactor Plant Equipment 
0 FERC Account 323 - Turbogenerator Units 
0 FERC Account 324 - Accessory Electric Equipment 
0 FERC Account 325 - Miscellaneous Power Plant Equipment 

3. Other Production 
0 FERC Account 340 - Land and Land Rights 
0 FERC Account 341 - Structures and Improvements 
0 FERC Account 342 - Fuel Holders, Products, and Accessories 
0 FERC Account 343 - Prime Movers 
0 FERC Account 344 - Generators 
0 FERC Account 345 - Accessory Electric Equipment 
0 FERC Account 346 - Miscellaneous Power Plant Equipment 

Please note this list may expand to include other accounts approved by the ACC in the 
future. 

4. Calculation of EIS Capital Carrying Costs 

EIS capital carrying costs used in calculating the EIS $ per kWh rate will include: (1) 
Return on EIS Qualified Investments based on the Company’s Weighted Average Cost of 
Capital (“WACC”) approved by the Commission in Decision No. Xxxxx; (2) 
depreciation expense; (3) income taxes; (4) property taxes; (5) deferred income taxes and 
tax credits where appropriate; and (6) associated O&M. EIS Qualified Projects and the EIS 
capital carrying costs calculation will be submitted by the Company to the ACC in the form 
of Schedule 1 and Schedule 2 as attached to this document. 

Effective Date: XX/Xx/XXXX 
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5. Calculation of EIS $per kK.4 rate 

The EIS rate to be applied to customers' bills will be calculated by dividing the total EIS 
Capital Carrying Costs by Total kwh Sales. The EIS rate will not exceed $0.00016 per 
kWh. The initial EIS rate will be set to zero. 

6. Filing and Procedural Deadlines 

APS will file the calculated EIS rate including all supporting data, with the Commission for 
the previous year on or before February 1". See Schedules 1 and 2, attached. 

The Commission Staff and interested parties shall have the opportunity to review the EIS 
filing and supporting data in the adjustor calculation. Unless the Commission has 

A P S  will go into effect with the first billing cycle in April (without proration) and will 
remain in effect for the following 12-month period. 

, otherwise acted or Staff has filed an objection by April lst, the new EIS rate proposed by 

~ ~ -" 

Effective Date: XX/XX/XXXX 
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PLAN OF ADMINISTRATION 

TRANSMISSION COST ADJUSTMENT 
ADJUSTMENT SCHEDULE TCA-1 

Transmission Cost Adjustment 
Plan of Administration 

Table of Contents 
1. General Description ........................................................................................................ 1 
2. Calculations ..................................................................................................................... I 
3. Filing and Procedural Deadlines .................................................................................... 3 

I .  General Description 

The purpose of the Transmission Cost Adjustment (“TCA”) is to provide a mechanism to 
recover transmission costs associated with serving retail customers at the level approved 
by the Federal Energy Regulatory Commission (“FERC”) and at the same time as new 
transmission rates become effective for APS wholesale customers. APS shall file a notice 
with Docket Control that includes its revised TCA tariff, along with a copy of its FERC 
information filing of its annual update of transmission service rates pursuant to its Open 
Access Transmission Tariff (“OATT”). This notice shall be filed with the Commission at 
the same time that APS makes its FERC filing. 

The TCA applies to Arizona Public Service Company’s (“Company”) Retail Electric Rate 
Schedules. For Standard Offer customers that are not demand billed, the TCA is applied to 
the bill as a monthly kwh charge. For Standard Offer customers that are demand billed, it 
is applied to the TCA as a kW charge. The charge and modifications to it will take effect in 
billing cycle 1 of the June revenue month without proration. 

APS’s Network Integration Transmission Service (“NITS”) is calculated and filed 
annually with the FERC in accordance with APS’s formula rate. The formula rate 
calculation is specified within the Company’s OATT as filed and approved by the FERC. 

2. Calculations 

The calculated NITS Retail Transmission Rates are shown in Appendix A of the 
Company’s FERC Informational Filing of its Annual Update of transmission service. 
NITS rates as determined for the following classes: 

Residential Service Customers 
General Service Customers less than or equal to 20 kW not demand billed 
General Service Customers over 20 kW and less than 3 MW demand billed 
General Service Customers equal to and greater than 3 M W  

Effective Date: XX/XX/XXXX 
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TRANSMISSION COST ADJUSTMENT 
ADJUSTMENT SCHEDULE TCA-1 

In addition to NITS, APS charges retail customers for other transmission services in 
accordance with its OATT. These additional ancillary services include: 

Schedule 1 - Scheduling, System Control and Dispatch Service 
Schedule 3 - Regulation and Frequency Response Service 
Schedule 4 - Energy Imbalance Service 
Schedule 5 - Operating Reserve-Spinning Reserve Service 
Schedule 6 - Operating Reserve - Supplemental Reserve Service 

The total APS OATT rate is the sum of the rates for providing these services, The revenue 
requirement resulting from FERC APS OATT rate are collected by APS from its retail 
customers, partly in base rates and the remaining through the TCA rate. The table shown 
below is an illustrative example of the TCA calculation using the rates in effect as of 
December 20,20 1 1. 

Line Service Type Residential GS < 20 kW and < 3MW GS > 3MW 
GS 2 20kW 

I I I $kWh I I $kW 1 

1. NITS 0.008381 0.005864 2.108 2.036 

I 

0.0208 0.0236 2. Scheduling 0.000069 0.000056 

4. Spinning Reserve 0.000618 0.000502 0.1879 0.2124 
5. Operating Reserve 0.000078 0.00 00 64 0.0238 0.0269 
6. Energy Imbalance - - - - 
7. Total 0.0094 13 0.006703 2.42 18 2.3908 

3. Regulation & Frequency 0.000267 0.000217 0.08 13 0.0919 

8. o.oo5202 0.00423 9 1.5848 1.7758 Included In Retail Base 
Rates per OATT 

I 9. I TCA(Line 7) -(Line 8) I 0.004211 I 0.002464 I 0.837 0.615 1 
APS’s NITS rates shown on line 1 will change annually, where ancillary service charges 
shown on lines 2 through 6 will change only through a separate filing when made by the 
Company to FERC. 

Effective Date: XX/Xx/XXXX 
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TRANSMISSION COST ADJUSTMENT 
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I 3. Filing and Procedural Deadlines 

APS will file the calculated TCA rates, including all supporting data, with the Commission 
each year no later than May 15* of each year. 

~ The Commission Staff and interested parties shall have the opportunity to review APS’s 
FERC Informational Filing of its Annual Update of transmission service rates pursuant to 
the A P S  OATT Attachment H-2, Formula Rate Implementation Protocols. The calculated 
NITS Retail Transmission Rates are shown in Appendix A of the Company’s FERC filing, 
The new TCA rates proposed by APS will go into effect with the first billing cycle in June 
(without proration), unless Staff requests Commission review or otherwise ordered by the 
Commission, and will remain in effect for the following 12-month period. 

Effective Date: )(X/XX/XXXX 
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AVAILABILITY 

This experimental rate rider schedule is available in all territories served by the Company at all points where 
facilities of adequate capacity and the required phase and suitable voltage are adjacent to the sites served, 

APPLICATION 

This rate rider schedule is available for Standard Offer customers who have an Aggregated Peak Load of 10 Mw or 
more and are served under Rate Schedules E-34, E-35, E32-L, or E-32 TOU L. An aggregated group may also 
include metered accounts that are served under Rate Schedules E-32 M or E-32 TOU M, if the accounts are located 
on the same premises and served under the same name as an otherwise eligible Customer. 

Customers must have interval metering, Advanced Metering Infrastructure, or an alternative in place at all times of 
service under this schedule. If the Customer does not have such metering, the Company will install the metering 
equipment at no additional charge. However, the customer will be responsible for providing and paying for any 
communication requirements associated with the meter, such as a phone line. 

All provisions of the customer‘s applicable rate schedule dl1 apply in addition to this Schedule AG-1, except as 
modified herein. This rate rider schedule shall be available for four years from the effective date of Schedule AG-1, 
unless extended by the Commission. Total program participation shall be limited to 200 MW of customer load, 100 
MW of which shall be initially reserved for Customers served under Rate Schedule E-32 L. 

DEFINITIONS 

Aggregated Peak Load: The sum of the maximum metered kW for each of the Customer’s aggregated metered 
accounts over the previous 12 months, as determined by the Company and measured at the Customer’s meter@) at 
the time of application for service under this rate rider schedule, 

Standard Generation Service: Power provided by the Company to a retail customer in conjunction with transmission 
and delivery services, at terms and prices according to a retail rate schedule other than Schedule AG-I. 

Customer: A metered account or set of aggregated metered accounts that meet the eligibility requirements for 
service and enrollment as an aggregated load for service, under this rate rider schedule. 

Generation Service Provider: A third party entity that provides wholesale power to the Company on behalf of a 
Customer. This entity must be legally capable of selling and delivering wholesale power to the Company. 

Generation Service: Wholesale power delivered to APS by a Generation Service Provider, 

Imbalance Energy: For each Generation Service Provider, W a n c e  Energy will be calculated by the Company as 
the difference between the hourly delivered energy from Ybs Generation Service Provider and the actual hourly 
metered load for each Customer for all Customers that have selected tbc Gencntioa Service Provider under this rate 
rider schedule. 

Imbalance Service: Calculating and managing the hourly deviations in energy supply for imkkaoc energy. 

Total Load Requirements: 
Company’s transmission system to the Customer’s sites for the duration of the contract. 

The Customer’s hourly load including losses fkom the point of delivery to the 

ARIZONA PUBLIC SERVICE COMPANY 
Phoenix, Arizona 
Filed by: David J. Rum010 
Title: Manager, Regulation and Pricing 

A.C.C. No. XXXX 
Rate Schedule AG-I 

Original 
Effective: XXXX 
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CUSTOMER ENROLLMENT 

The Company shall establish an initial enrollment period during which Customers can apply for service under this 
rate rider schedule. If the applications for service are greater than the program maximum amount, then Customers 
shall be selected for enrollment through a lottery process as detailed in the program guidelines, which may be 
revised from time-to-time during the term of this rate rider schedule. 

AGGREGATION 

Eligible customers may be aggregated if they have the same corporate name, ownership, and identity. In addition, 
(1) an eligible b c h i s o r  customer may be aggregated with eligible franchisees or associated corporate accounts, 
and (2) eligible affiliate customers may be. aggregated if they are under the same corporate ownership, even if they 
are operating under multiple trade names. 

DESCRIPTION OF SERVICES AND OBLIGATIONS 

The Customer shall apply for service under this rate rider schedule. 

The Company shall conduct the enrollment process in accordance with the provisions ofthis rate rider schedule. 

The Customer shall select a Generation Service hovider to provide Generation Service in accordance with the 
timeline specified in the program guidelines 

The Company shall enter into a contract with the Generation Service Provider to receive delivery and title to the 
power on the Customer’s behalf. 

The Generation Service Provider shall provide to the Company on behalf of the Customer firm power sufficient to 
meet the Customer’s Total Load Requirements for each of the specified metered accounts, and will attest in its 
contract with the Company that this condition is met. For the purposes of this rate schedule, “firm power” refers to 
generation resources identified in Western System Power Pool Schedule C or a reasonable equivalent as determined 
by the Company. 

The Company shall provide transmission, delivery and network services to the Customer according to normal retail 
electric service. 

The Company will settle with the Generation Service Provider for Imbalance Service and other relevant costs on a 
monthly basis according to the program guidelines. 

The Generation Service Provider shall bill the Company the monthly billed amounts for each customer for 
Generation Service and Imbalance Service according to the program guidelines. 

The Company shall bill the customer for the Generation Service Provider’s charged amounts and remit the amounts 
to the Generation Service provider. 

The customer will be responsible for paying for the cost of the power provided by the Generation Service Provider, 
as specified in the contract and this rate rider schedule. 

ARIZONA PUBLIC SERVICE COMPANY 
Phoenix, Arizona 
Filed by: David J. Rumolo 
Title: Manager, ReguIation and Pricing 
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DELIVERY OF POWER TO THE COMPANY’S SYSTEM 

Power provided by the Generation Service Provider must be firm power as defined above and delivered to the 
Company at the Palo Verde network delivery point, or other point of delivery as agreed to by the Company. The 
Generation Service Provider is responsible for the cost of transmission service to deliver the power to the 
Company’s delivery point. 

SCHEDULING 

The Company shall serve as the scheduling coordinator. The Generation Service Provider shall provide monthly 
schedules of hourly loads along with day-ahead hourly load deviations &om the monthly schedule to the Company 
according to the program guidelines. Line losses, in the amount of 7%, from the point of delivery to the Customer’s 
sites shall be either scheduled or financially settled. 

IMBALANCE SERVICE 

The Company will provide Imbalance Service according to the terms and provisions in the Company’s Open Access 
Transmission Tariff, Schedule 4. Imbalance Energy will be based on the Generation Service Provider’s portfolio of 
Customer loads. 

POWER S U P P L U J U  STER AND H EDGE COST TRU E-UP 

The customer will be subject to the power supply adjustment - historical component for the first twelve months of 
service under this rate rider schedule. The customer will also pay for the hedge cost associated with the customer’s 
Standard Generation Service at the time the customer takes service under this rate rider schedule. For the purpose of 
this rate rider schedule, the Company will determine the applicable pro rata hedge cost based on the market price for 
hedge costs at the time the customer takes service under this rate rider schedule. 

rn GENE TIONPR VIDE 

In the event that the Generation Service Provider is unable to meet its contractual obligations, the customer must 
notify the Company and select another Generation Service Provider within 60 days. Prior to execution of any new 
power contract, the Company shall provide the required power to the customer, which will be charged at the Dow 
Jones Electricity Palo Verde Hourly Index price for the power delivery date plus $10 per MWh. In addition, all 
other provisions of this rate rider schedule will continue to apply. 

If the Customer is unable to select another Generation Service Provider within sixty days, the customer will 
automatically return to Standard Generation Service, and be subject to the conditions below, 

RETURN TO COMPANY’S STANDARD GENERATION SERVICE 

Customer may return to the Company’s Standard Generation Service under their applicable retail rate schedule 
without charge if: (1) they provide one year notice (or longer) to the Company; or (2) if this rate rider schedule is 
discontinued at the end of the 4 year experimental period; or (3) if the Commission terminates the program prior to 
the initial four year experimental period. Absent one of these three conditions, the Company will provide the 
customer with generation service at the market index rate provided in the Company’s Open Access Transmission 
Tariff until the Company is reasonably able to integrate the customer back into their generation planning and 
provide power at the applicable retail rate schedule. This transition will be at the Company’s determination but no 
longer than 1 year. The returning customer must remain with the Company’s Standard Generation Service for at 
least 1 year. 

ARIZONA PUBLIC SERVICE COMPANY 
Phoenix, ArhM 
Filed by: David J. Rumolo 
Title: Manager, Regulation and Pricing 
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RATES 

All provisions, charges and adjustments in the customer’s applicable retail rate schedule will continue to apply 
except as follows: 

1. The generation charges will not apply; 
2. Adjustment Schedule PSA-lwill not apply, except that the Historical Component will apply for the first 

twelve months of service under this rate rider schedule; 
3. Adjustment Schedule EIS will not apply; and 
4. The applicable proportionate part of any taxes or governmental impositions which are or may in the Mure 

be assessed on the basis of gross revenues of the Company and/or the price or revenue from the electric 
energy or service sold andor the volume of energy generated or purchased for sale andor sold hereunder 
shall be applied to the customer’s bill. 

Schedule AG-1 charges determined and billed by the Company include: 

1. A monthly management fee of $0.00060 per kWh applied to the customer’s metered kWh; 
2. A monthly reserve capacity charge applied to 15% of the customer’s billed kW (on-peak for Rate 

Schedules E-35 and E-32 TOU L) at the Company’s applicable cost-based rate filed at the Federal Energy 
Regulatory Commission and revised from time to time, which is currently $6.985 per kW month, 

3. An initial charge or credit for fuel hedging costs, as described herein; 
4. Returning Customer charge, where applicable, as described herein, 
5 ,  Generation Service Provider Default charge, where applicable, as described herein. 

Schedule AG-I Generation Service and Imbalance Service charges billed by the Company include: 

1. Generation Service charges shall be charged at a rate within the minimum and maximum limits as follows: 

a. When the contract provides for pricing that reflects a specific index price, the minimum price will 
be the specified index minus 35% and the maximum price will be the specified index plus 35%. 
The determination that a contract is Consistent with this provision will be based on the specified 
index price applicable on the date the Coagnct is executed. 
When the contract provides for a tixed price supply for the term of the contract, the minimum 
price will be the generation rate of the Customer’s applicable retail rate schedule minus 35%, and 
the maximum price shall be the generation rate of the Customers applicable retail schedule plus 
35%. If the Customer has more than one otherwise applicable retail rate schedule, the highest 
applicable retail rate schedule will be used for purposes of the consistency determination. The 
determination that a contract is consistent with this provision will be based on the Customer’s 
otherwise applicable retail rate schedule in effect on the date the contract is executed. 
Losses from the delivery point to the Customer’s meters and any charges assessed by the 
Company on the Customer, including charges for transmission and distribution, Capacity 
Reservation Charge, the Management Fee, Imbalance Service charges, PSA balance and hedging 
costs, and Returning Customer Charges, shall not be included in the Generation Service charge for 
purposes of determining whether the contract is consistent with the minimum and maximum price 
provisions of this rate rider schedule. 

b. 

c. 

2. Imbalance Service charges shall be charged at a rate greater than $0.00 per kwh and less than or equal to 
the rate that the Company charges the Generation Service Provider for Imbalance Service as specified 
herein. 

ARIZONA PUBLIC SERVICE COMPANY 
Phoenix, Arizona 
Filed by: David J. Rumolo 
Title: Manager, Regulation and Pricing 
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ALTERNATIVE GENERATION 
GENERAL SERVICE 

CONTRACT TERM AND REOUIREMENTS 

The term of the contract with the Generation Service Provider shall be for not less than one year and shall not 
exceed four years. 

The Generation Service Provider and Customer will enter into a contract or contracts with the Company, stating the 
pertinent details of the transaction with the Generation Service Provider, including but not limited to the scheduling 
of power, location of delivery and other terms related to the Company’s management of the generation resource. 

CREDIT REOUIREMENTS 

A Generation Service Provider or its parent company must have at least an investment grade credit rating or 
demonstrate creditworthiness in the form of either a 3rd-party guarantee from an investment grade rated company, 
surety bond, letter of credit, or cash in accordance with the Company’s standard credit support rules 

ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. XXXX 
Phoenix, Arizona Rate Schedule AG-1 
Filed by: David J. Rumolo Original 
Title: Manager, Regulation and Ricing Effective: XXXX 

Page 5 of 5 
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Arizona Public Service Company 
Summary of Rate Design Provisions 

Rate Case Settlement (Test Year 2010) 

Base Rate Increase 
Settlement base rates shall reflect an overall retail revenue increase of $0.00 which is a XO.0 increase 
over test year revenues from base rates. 

This includes a general non-fuel increase of $116,280,000, an additional non-fuel increase of $36,807,000 
from transferring revenue requirements for the Renewable Energy Standard (''RES'') to base rates, and a 
decrease in fuel costs recovered through base rates of $153,087,000. 

e 

Rate Spread 
e The base rate impact for participating low-income customers will reflect a $1,535,000 reduction to 

compensate for the expected impact of removing their exemption to the Power Supply Adjustor ("PSA") 
and Demand Side Management Adjustor Clause ("DSMAC"). 

This reduction in base rate revenue will be recovered from all other rate classes, allocated proportional to 
each class' present revenue. Street Lighting and Dusk to Dawn Lighting rate classes are excluded from this 
allocation. 

e 

e The base rate impact for general service rate classes shall reflect a re-allocation of fuel costs within the 
general service revenue class, designed t o  better equalize the combined fuel impact on base rates and the 
PSA adjustor rate within the general service revenue class. This adjustment will not impact any other 
revenue class. 

General Issues 
e The unbundled transmission charge shall remain in base rates and not be transferred to the TCA adjustor 

rate. 

e The System Benefit Charge will be set a t  $0.002970 per kWh to reflect the cost of service, which includes 
the transfer of $36,807,000 in revenue requirements associated with Renewable Energy projects (see 
Attachment D of the proposed Settlement Agreement) from the RES to base rates. 

APS shall prepare and file a rate plan as proposed by Staff to provide information on such issues as tiered 
conservation rates, time-of-use and other demand response rates, plans for cancelling rates, ideas for 
new rate offerings, and other relevant rate design issues. The timing of the plan will be revised in the 
Settlement. In addition, APS and Staff will identify current rate related compliance reports that can be 
consolidated into this rate plan. 

Residential Rates 
Basic service charges shall be retained at their current rate levels, 

Unbundled delivery charges for al1,residential rates shall be set at class cost of service level. 

All other charges will be set to the level necessary to achieve the targeted base rate change for each rate 
class reflected in the Settlement Schedule H-2, attached to the Settlement Testimony of Charles A. 
Miessner. 

e Time of use rates shall maintain a similar ratio of on-peak to off-peak prices as approved by the 
Commission in the last general rate case, Decision No. 71448. 

The existing optional Rate schedule ET-EV for off-peak charging of electric vehicles will be revised 
consistent with the revised time-of-use Rate Schedule ET-2. 
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Arizona Public Service Company 
Summary of Rate Design Provisions 

Rate Case Settlement (Test Year 2010) 

Attachment K 
Page 2 of 16 

Rate schedule PTR-RES, which Is a new optional peak-time rebate program will be offered as proposed by 
APS. 

Low-Income Rates 
The existing low-income rates will be consolidated with the corresponding non-low-income rate 
schedules. The low-income discounts will be Increased to hold customers harmless (on-average) from this 
provision. 

The low-income exemption from the PSA and the DSMAC will be cancelled. The low-income discounts will 
be increased to hold customers harmless (on-average) from this provision. 

The current low income discount tier structure will be retained; the discount levels will be increased as 
provided above. 

General Service Rates 
Basic service charges shall be retained at their current rate levels. 

All other charges will be set to the level necessary to  achieve the targeted base rate change for each rate 
class reflected in the Settlement Schedule H-2. 

Contract minimum charges (or minimum bill provisions) shall be eliminated for general service Rate 
Schedules E-32 XS, E-32 S, E-32 M, E-32TOU XS, E-32 TOU S and E-32 TOU M. 

Minimum bill provisions for Rate schedules E-32 L and E-32 TOU L will be revised to be more conslstent 
with the corresponding provisions in extra-large general service Rate Schedules E-34 and E-35, including a 
“ratchet“ provision for the determination of monthly billing kW. 

The bundled demand and energy charges for Rate Schedules E-32 L, E-34, and E-35 shall be revised from 
the levels provided in APS’s Application in this matter to better reflect cost of service. Specifically, the 
demand charges shall be increased and the energy charges decreased from the initial proposed levels, but 
a t  a level that achieves the overall targeted revenue change for each of these rate classes. 

Rate Rider Schedule E-54 for seasonal use shall continue to be available for customers served under 
“parent” Rate Schedules E-32 Land E-32 TOU L, but cancelled for other rates. 

Rate Schedule E-30 for non- metered usage shall be revised to reflect the language clarification proposed 
by APS. 

The new optional Rate Schedule IRR, Interruptible service for extra-large general service customers, shall 
be offered as proposed by APS. 

The new optional Experimental Rate Schedule AG-1, which offers a generation buy-through provision for a 
limited number of large and extra general service customers, shall be offered as developed by a 
collaborative group of interested parties, with concurrence by the parties to the Rate Settlement. 

Classified Rates 
0 Charges will be set to  the level necessary to achieve the targeted base rate change for each rate class 

reflected in the Settlement Schedule H-2. 

Rate Rider Schedule SC-S (E-56R) for renewable partial requirement service shall be revised as proposed 
by APS. 
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0 The new optional Rate Rider Schedule E-36 M for medium size station use customers shall be offered as 
proposed by APS, except that it will be subject to the PSA adjustor rate. 

Arizona Public Service Company 
Summary of Rate Design Provisions 

Rate Case Settlement (Test Year 2010) 

Attachment K 
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0 Rate Schedules E-221 and E-221 8-T for water pumping service shall be revised as proposed by APS. 

E-20 (house of worship) shall be unfrozen for one year from the effective date of new rates in this matter. 

Area lighting rates shall be revised to reflect the new provisions as proposed by APS. 

GPS riders (green power) shall be revised to  eliminate the exemption to adjustor rates. 

Canceled Rates 
The following rates and rate options wlll be canceled because they are no longer necessary or appropriate 
given other proposed rate desip charges, or because they have very low (or no) participation. 
Cancellations include: E-40 (wind machine), Solar -2 (off grid), Solar -3, Share the lights area lighting rates 
5114, E-116, E-145, E-129, E-53 (sports field lighting), and E-221 TOW option (time-of-week pricing option 
for water pumping). 

Service Schedules 
0 Service Schedule 1 shall be revised as proposed by APS 

e The' proposed optional Service Schedule 9 for economic development i s  withdrawn. 

Plans of Administration 
The plans of administration for the PSA, OSMAC, Transmission Cost Adjustor ("TU") and Environmental 
Improvement Surcharge ("EIS") will be revised to reflect the terms of the settlement Agreement. 

0 A new Lost Fixed Cost Recovery ("LFCR") plan of administration will be developed to  reflect the terms of 
the Settlement Agreement. 

e The RES plan of administration will not be revised in this proceeding. 



Bundled Rates 
BSC Wday 
Summer 
First 400 kWh 
Next 400 kWh 
Next 2200 kWh 
Remaining kWh 
Winter 
A11 kWh 

E-I2 
Proposed 
s 0.285 

$ 0.09687 
$ 0.13817 
$ 0.16167 
s 0.17257 

$ 0.09417 

Unbundled Rates 
Generation Charge 
Summer 
1st 400 kWh s 0.06170 
Next400kWh $ 0.10300 
Next2200kWh $ 0.12650 
Additional kWh $ 0.13740 
Winter 
All kWh S 0.05900 

Trsnsmission Charge 
kWh $ 0.00520 

Delivery Charge 
kWh 0.02700 

a System Benefits Charge 
k k h  

BSC (Yday 
Customer Accounts 
Metering 
Billing 
Meter Reading 
BCS Total 

, -  

S 0.00297 

$ 0.063 
S 0.090 
S 0.070 
s 0.062 
S 0.285 

- ~~~ 

Settlement Rate Summary for Residential Rates 

ET4 ET-2 
Bundled Rates Proposed Prososed 
BSC Yday $ 
Summer 
On-Peak kWh s 
Off-peak kWh s 
Winter 
On-Peak kWh s 
Off-peak kWh s 

Unbundled Rntes 
Generation Charge 
Summer 
On-Peak kWh s 
Off-peak kWh s 
Winter 
On-Peak kWh s 
Off-PtA kWh s 
Transmission Charge 
kWh $ 

Delivery Charge 
kWh s 
System Benefitr Charge 
kwh s 
BSC (Ydny 
Customer Accounts S 
Metering $ 
Billing s 
Meter Reading $ 
BCS Total s 

0.556 $ 

0.17892 $ 
0.05770 $ 

0.14533 $ 
0.05561 $ 

0.14375 $ 

0.02253 $ 

0.11016 $ 
0.02044 s 

0.00520 $ 

0.02700 S 

0.00297 S 

0.238 $ 
0.186 S 
0.070 s 
0.062 s 
0.556 $ 

0.556 

0.24477 
0.06118 

0.19847 
0.06116 

0.20960 
0.02601 

0.16330 
0.02599 

0.00520 

0.02700 

0.00297 

0.238 
0.186 
0.070 
0.062 
0.556 

Bundled Rates 
BSC Yday 
Summer 
On-Peak kW 

On-Peak kWh 
Off-peak kWh 
Winter 
On-Peak kW 

On-Peak kWh 
Off-peak kWh 

Unbundled Rates 
Generation Charge 
Summer 
On-Peak kW 
On-Peak kWh 
Off-peak kwh 
Winter 

On-Peak kWh 
Off-peak kWh 

Transmission Charge 
kWh 

On-Peak kW 

Delivery Charge 
Summer 
On-Peak kW 
On-Peak kWh 
Winter 
OnPeak kW 
On-Peak kWh 

System Benefitr Charge 
kWh 

BSC Yday 
Customer Accounts 
Metering 
Billing 
Meter Reading 
BCS Total 

Attachment K 
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ECT-IR Em-2 
PrODosed Proposed 
S 0.556 S 

$ 13.550 $ 

$ 0.07330 $ 
$ 0.04083 $ 

s 9.400 s 
$ 0.05587 $ 
S 0.03967 S 

s 9.650 
s 0.04973 
S 0.01126 

s 7.100 
S 0.03070 
S 0.01450 

$ 0.00520 

3.900 
0.01540 

2.300 
0.01700 

$ 0.00297 S 

s 0.238 
S 0.186 
S 0.070 
s 0.062 
s 0.556 

0.556 

13.500 

0.08867 
0.04417 

9.300 

0.05747 
0.04107 

9.000 
0.06650 
0.02Uy) 

6.900 
0.03340 
0.01700 

0.00520 

4.500 
0.01400 

2.400 
0.01590 

0.00297 

0.238 
0.186 
0.070 
0.062 
0.556 



Settlement Rate Summary for Residential Rates 

Bundled Rates 
BSC Sldny 
Summer Peak 
Super peak k w h  
On-Peak k w h  
Off-peak kWh 
Summer 

Off-peak kWh 
Winter 
On-Peak kWh 
Off-peak kWh 

0n-W kWh 

Unbundled &tea 

Generation Charge 
Summer Peak 
Super Peak kwb 
On-Peak kWh 

Summer 
On-Peak kWh 

Winter 
On-Peak kWh 

Off-PeaL kWh 

0 f f - M  kwh 

i . 1 .” 

Off-peak kwh 

ETSP 

S 0.556 

$ 0.46517 
$ 0.24477 
$ 0.05517 

S 0.24477 
$ 0.05517 

S 0.19847 
$ 0.05517 

Proposed 

0.43000 
0.20960 
0.02000 

0.20960 
0.02000 

0.16330 
0.02000 

Transmission Charge 
k w b  s 0.00520 

Delivery Charge 
super Peak 
kWh 0 02700 
Summer 
kWh 0.02700 
Winter 
kwh 0.02700 

System Benefits Chnree 
Summer kWh 

BCS Slday 
Customer Accounts 
Metering 
Billing 
Meter Reading 
BCS Total 

$ 0.00297 

0.238 
0.186 
0.070 
0.062 
0.556 
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Bundled Rates 
BSC Uday 
Summer 
Super Off-Peak kWh 

Off-peak kWh 
Winter 
Super Off-Peak kWh 
&-Peak k w h  
Off-peak kWh 

On-Peak k w h  

ET-EV CPP-RES m - R E S  

0.556 kWhcharge S 0.250000 kWhRebate $ 0.25000 
Proposed Proposed PWpoSed 

k W h  discount $ (0.012143) 
0.04195 
0.24184 
0.06460 

0.04195 
0.20165 
0.06460 



Bundled R.w 
Summer 
BSC Why 
Emrm Chaw 
Wmtsr 
BSC Wday 
h u m  chprse 

Unbundled Rates 
Summa 
BSC Wday 
Billrng 
SydFanS M t t s  
Transmisaton 
DeltvUy 
-ion kWh 
Wiater 
BSC Wday 
Bilbng 
syraanl Bendit. 
Transmission 
DSllWly 
Gcnaation kWh 

E30 
Propod 

S 0.311 
s 0.14455 

S 0.311 
s O.lZ984 

S 0.243 
s 0.m 
S O.oM97 
s 0.00424 
S 0.05032 
S 0.087M 

S 0.243 
s 0.068 
s 0.00297 
s 0.00424 
s 0.05032 
S 0.07231 

Settlement Rate Summary for General Service Rates 

Bundled Rates 
BSC Wday 
SclfEontnined 
Instrument-Rated 
Priinay Voluge 
TmmiUion Vdllge 

Fmcrsy Cknrge 
Snmmer 
kWh(Ist50001mo.)(Saondary) 
kWh (ova S W O  / M.) (Secondary) 
kwh (le4 So00 I mo.) (Primary) 
kwh (over 5WO I ma.) Qrimary) 
W h t a  
kWh (le4 5WO/mo.)(Socondruy) 
kwh ( o v a  5000 / mo.) (Seconhry) 
kWh(lstSWO/mo.)(R;nsry) 
kWh (ova  5000 I mo.) (Primary) 

Unbundled bta 
Gswlation C h v p  
Smmmcr 
kwh(lstM00lmo.) 
kWh(over 5Mx)/ma.) 
Wmter 
kWh(lslMoo1mo.) 
kwh (over 5WO I mo.) 

System BmcCM 
k w h  

Transmission Chargr 
kwh 

Ddivty Cbarp 
Summer 
Delivery (Id 5000 kwh pa m.) (Secondary) 
Delivery (over YXkl kwh por mo.) (Scum-) 
Delivay(Id5000kWhprm.)(Primary) 
Delivery (over 5000 kWh pcr mo.) (Primary) 
W*IV 
Dclivay (111 So00 kwh per mo.) (Secwdw) 
Delivay (ova 5wO kwh pes mo.) (Sccondw) 
Delivw (1st Moo kWh F ma.)  prima^) 
Delivuy ( o v a  Moo kwh pcr mo.) (Pnmw) 

BSC Wday 
BSC SdfContnincd 
BSC Inmumcnt-Rated 
BSC Primary Vd- 
BSC T r m i s r i o n  Voltngc 

Reveaut cya Y&y 
Mclcring Solf-Cnn&nsd 
Mctering Instrument-Rded 
Melaw Primary 
Masring (Transmi3s;on) 
Billwg 
Mete Reading 

E-32 xs 
Propsed 

S 0.672 
S 1.324 
S 3.415 
S 26.163 

S 0.13537 
S 0.07427 
S 0.13209 
S 0.07100 

S 0.11769 
S 0.05658 
s 0.11438 
S 0.05329 

S 0.08641 
E 0.053% 

s 006880 
E 0.03634 

S 0.00297 

s 0.w424 

S 0.04175 
S 0.01310 
E 0.03847 
S 0.00983 

S 0.04168 
S 0.01303 
S 0.03831 
S 0.00974 

s 0.126 
S 0.126 
S 0,126 
S 0.126 

S 0.403 
s 1.055 
S 3.146 
s 25.8% 
S 0071 
s 0.068 

Bu8dled Ratu 
Bsc Why 
Self-Containcd 
hwmmt-Rated 
RimaryVolragc ' 

Trnnatnirrion VOI@C 

h u m d  CLsrgt 
Id I 0 0  kW (Secmdny) 
Ova  100 kW (Secondary) 
1st IW kW primary) 
Over kW (Rimary) 
1st I 0 0  kW(Tnwniasion) 
Ova kW cfrmrmission) 

Energy Charge 
6 m m n  
In 200 kWhrkW 
ovtr 200 k W W  
Winter 
Ist2MJkwhlkW 
over 200 k W W  

Uobrudled Rates 
( ; m o n l i o m  CLarge 
Summa 
ln200kWhkW 
o v a  200 kWhkW 
Wmier 

ova 200 kWh/kW 

System Benefit. Charge 
kWh 

Tr.lumiwwn Cham 
kW 

Dslicry Cbarge 
Dolivay 1 d LOO kW (Saadary )  
W i v q  All Addl kW (Sccondnry) 

Dcliv~iy Id I00 kW (himuy) 
Mivary All Addl LW (Primruyy) 

Ddivuy 1st lOOkW(Tranamirsion) 
W i v a y  All Addl kW (Tmmist.icn) 

Delivay -All kWh 

BSC WdBy 
BSC SclfcontSincd 
BSC Snstnnncnt-Rarod 

BSC Tmnunislioo Voltage 

Revtame Cydr Slday 
Metering Self-Conuined 
Metuing Inltnrmer-Rntcd 
Mering Primary 
Mawing (Transmirrion) 
Billing 
M a  W i n g  

1st 200 kWhrkW 

BSC Rimuy Voltage 
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pJ2 s E J 2  M 
h p o d  Proposed 

S 
s 
S 
S 

S 
S 
S 
s 
S 
5 

S 
S 

s 
S 

s 
S 

s 
S 

S 

s 

s 
s 
s 
5 

S 
S 

S 
s 
S 
S 

S 
S 
S 
S 
s 
S 

0.672 S 0.672 
1.33 S 1.324 
3.415 S 3.415 

26.163 S 26.163 

9828 S IO235 
5214 S 5.385 

4302 S 4695 
7.101 S 7.368 
2481 0 2519 

9116 s 9488 

0.10337 S . 0.W884 
0.06257 S 

0.08718 S 
0.04638 s 

0.09617 E 
0.05537 S 

0.07998 S 
0.03918 E 

0.00297 S 

IS85 s 

8.243 S 
3.629 S 

7.531 I 
2.917 S 

5.516 S 
0.902 s 

0.00423 s 

0126 s 
0.126 S 
0.126 s 
0.126 s 

0403 S 
1.055 s 
3.146 S 

25.894 s 
0.075 S 
0068 s 

0.06091 

0.08378 
0.04586 

0.08938 
0.05145 

0.07432 
0.03640 

0.00297 

1.585 

8.650 
3.800 

7.903 
3.110 

5.783 
0.934 

D.006)9 

0.126 
0.126 
0.126 
0.126 

0.403 
1.055 
3.146 

25.894 
0.075 
0.m8 



Settlement Rate Summary for General Service Rates 

Bw8- 
BSC Yday 
Self-Gntated 

Pnmary Voltage 
Transmiamon Voltage 

Demand Charge 
1st 100 kW (Secondary) 
Over 100 kW (Ssndary) 
1st 100 kW (Pnmrry) 
Over kW Qnmary) 
1st 100 kW (Tmunluion) 
Ova kW pansmission) 

Energy CbarBc 
Summer 
k w h  

Winter 
kwh 

Umbuadled Rata 

hl&NWt-Ratcd 

Summer 
kwh 

winter 
kwh 
kW 

System Beacfitr Cbarge 
w 

Tmnrmhiou Chary 
kW 

Ddivery charge 
Delivery 1st 100 kW ( S d s r y )  
Delivery All Addl kW ( S a O n W )  

. Dclivwy lnlWkW(Primary) 
Ddivery All Addl kW (Rimruy) 

Dclivsry la 100 kW (Tmsmiaaion) 
Dolivery All Addl kW (Trmiruion)  

Delivery -All kwh 

Bsc Wday 
BSC Self-contained 
Bsc InctnUnnt-Ratcd 
BSC Prirmry Voltage 
BSC Transmission Voltage 

Revenue Cydc Yday 
Mewing (self-contained) 
Merering (instrument-rated) 
Mowing @rimary) 
Merering (t.wmiuion) 
Billing 
Meter Reading 

S 
s 
S 
S 

S 
S 
S 
s 
E 
S 

S 

S 

s 

s 
S 

S 

S 

E 
S 

S 
S 

S 
S 

S 

S 
s 
s 
S 

S 
S 
S 
E 
S 
S 

E32 L 
propanl 

1.068 
1.627 
3.419 

22.915 

21.149 
14.267 
19.091 
13.209 
14.284 
9.105 

0.05517 

0.03804 

0.05209 

0.034% 
4.4% 

0.00297 

1.585 

15.068 
8.186 

13.010 
7.128 

8.203 
3.024 

0.00011 

0.601 
0.601 
0.601 
0.601 

0.345 
0.904 
2.6% 
22.192 
0.064 
0.058 

Bundled Ratw 
BSC Uday 
&If-Contined 
I ~ m e n t - R a t e d  
Primary Voltage 
Transmiasion Voltage 

Energy Cbugr- Summer 
Secondary Sarvice 
O n P d  kWh(ld50001rno.) 
All additional kWh 
offpeak kwh (lat5wOImo.) 
All additional kwh 
Primary & A c e  
On Peak kWh (1st 50001 mo.) 
All additionel kWh 
Offpeak kwh ( In  MM)/mo.) 
All a d d i t i d  kwh 
h a w  Charge - Winter 
Semndary Service 
ChI Pk kWh (1st 5000 Imo.) 
All a d d i t i d  kwh 
Offpeak kwh (1st SWO Imo.) 
All sdditiond kWh 
Primary Scrvice 
On Pask kWb (Id 50001 mo.) 
All a d d i t i d  kwh 
offPeakkWh(IstSWO/mo.) 
All ndditional kWh 

Unbmndled Rata 
Basic SsrvicS Charge 
SclfContined @n day) 
Insmuncnt-Raccd 
Primmy Voltage 
Tnnsmisdon Voltage 
MdorRerding 
Billing 

SYI- h e r i  
kwh 

Trurmiuioa Charge 
kwh 

miay Cbarge 
Saoadar), Sav i  
DclivayCnPuL (lat5000kWhpermo.) 
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Dclivcry ChPcnk (lst5000kWhpcrmo.) 
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Delivsry Offpeak (In5000kWhpvmo.)  
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winter 
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Dalivery OnPeak (IstSWU kWh pamo.) 
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Dolivery OffPmk (lst5wOWhpcrmo.) 
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Generation CLuIt 
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OnPeak (IstSCOOkWhpermo.) 
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On Peak all additional k w h  
offPeaL (Ist5000kWhpcrmo.) 
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1.324 
3.415 
26.163 

0.17033 
0.08564 
0.12686 
0.04755 

0.16& 
0.08150 
O . l z 3 M  
0.w420 

0.15310 
0.06831 

0.03496 

0.14974 
0.06423 
0. I0624 
0.03160 

o . i w s  

0.126 
0441 
1.055 
3.146 

25.894 
0.068 
0.1m 

0.00297 

O.M)424 

0 . 0 5 ~  
0.01316 
0.04 174 
0.00962 

o.wno 
0.00902 
0.03838 
0.00627 

0.05057 
0.01304 
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0.00954 
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0.03829 
0.00618 
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0.06527 
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On Peak all additional k W  
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Self-Contained 
hrncnt-Ratal  
Primary Voltage 
Trnnmirrion Vollap 
MotorReading 
Billing 

System Benefda Chup 
kWh 

Tran~miuh Cbuge 
k W  

Ddivey Chrrge 
Ssconduy S v v i  
On Peak lrt 100 k W  
On Pe& all additional k W  
MTPcak 111 I M k W  
OKPeak all additional k W  
per kWh 
Primary 
On Peak Id 100 k W  
00 Peak all dditional kW 
OffPcak IstlOOkW 
OK.Peak all additional k W  

Trurmlulon 
O n P d  IatlOOkW 
On Peak all additiod k W  
OffPo& IatlWkW 
OffPeak all additional k W  

pa k m  

pa kWh 

Generation Cbmrge 
Summer 
OnPeakkW 
OffPoak k W  
On Pcak kWh 
Off Pcak kWh 
Whler 
On Pcak k W  
OffPcakkW 
On Peak kWh 
offpeak kWh 
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S 
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S 
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S 
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0.710 S 
1,324 S 
3.415 S 

26.163 S 

1 4 . 3 ~  s 
9.713 S 
5.484 s 
3.054 S 

13.845 S 
9.645 s 
4.909 s 
2.975 S 

12.208 s 
4.042 S 

~ 2.831 S 

9.038 s 

0.07367 S 
0.05873 S 

0.05665 s 
0.04170 S 

0.126 S 
0.441 s 
1.055 s 
3.146 S 

25.894 s 
0.068 s 
0.075 s 

0.00297 S 

1.585 s 

5.775 s 
1.185 s 
2.842 s 
0.412 S 
. s  

5.317 S 
1.117 S 
2.257 S 
0.333 S 
- s  

3.680 S 
0.510 s 
1.400 S 
0.195 S 

- 5  

6.943 S 
2.642 s 

0.07070 S 
0.05576 S 

6.943 S 
2.642 s 

0.05368 S 
0.03873 S 

0.710 S 
1.324 E 
3.415 S 

26.163 S 

15.166 s 
10.013 S 
5.897 s 
3.168 S 

14.651 S 
9.936 s 
5.25I s 
3.079 S 

13.730 S 
9.619 S 
4.522 s 
2.959 S 

0.06566 s 
0.05432 S 

0.05275 S 
0.04142 S 

0.126 S 
0.441 s 
I.055 s 
3.146 S 

25.894 s 
0.068 s 
0.075 S 

0.00297 S 

1.585 s 

8.318 S 
3.165 S 
3.894 s 
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0,00910 s 

7.803 0 
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1.076 S 

0.00910 s 

6.882 S 

2.519 S 
0.956 S 

0.00910 s 

zni s 

5.263 S 
2.003 S 

0.05359 S 
0.04225 s 

5.263 S 
2.003 $ 

0.04068 s 
0.02935 S 

0.710 
1.324 
3.415 

26.163 

14.915 
9.784 
5.814 
3.097 

14.402 
9.708 
5.170 
3.008 

13.486 
8.601 
4.444 
2.888 

0.06555 
0.05359 

0.05193 
0.03997 

0.126 
0.441 
1.055 
3.146 

25.894 
0.068 
0.075 

O.M)297 

1.585 

7.776 
2.645 
3.701 
0.984 

0.006(n 

7.263 
2.569 
3.057 
0 8% 

0.00607 

6.347 
1.462 
2 331 
0.775 

0.00607 

5.554 
2.113 

0.05651 
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2.113 

0.04289 
0.03093 
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Primary Subatltion - Military Bane 
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Unbundled Rat- 
BSC Yday 

Metering per day 
Self-Contained 
Instnancnt-Rnted 
Primary Voltags 
Tnmmniuion Voltnge 
Mer Roding 
Billing 

System Benefits Chrge 
kWh 

Trmsmieioo Chaw 
k W  

D e l i v q  G a r g a  
Sscndary Service 
Primary Service 
Tpumiuion Suvioc 
Primary Subslacion - Military Bane 

GraurUou Charge 
k W  
kwh 

B34 
P r o w  

S 1.135 
E 1.776 
s 3.828 
S 26.161 

S 19.930 
S 18.649 
S 12.278 
S 13.392 

s 0.03665 

s 0.601 

S 0.395 
S 1.036 
S 3.088 
S 25.421 
s 0.066 
S 0073 

S 0.00297 

s 1.7-16 

s 8027 
S 6.746 
S 0.375 
S 1.489 

S 10.127 
S 0.03368 



B& bta 
BSC Slday 
Sdf-Canlmnd 
Iru(rumcnt-Ratrd 
Primary Voltage 
TrnsniarmVoltago 

Dentnod Charge 
sgondvysmce 
On-Psdt 
Off-peak 
Pnmary Serviu 
On-PMk 
OfF-Peak 
Tranmiss~m S m e a  
hCP& 
Off-peak 
Pnmary Subrtsbon - Militrry Bru 
on-posk 
Off-Puk 

Energy Cbarge 
on-Peak 
Off-Peak 

Unbundled Rata 
BSC Yday 
Rcvmue Cyde S m c e  chargu 
Solf-Conmnod 
Instrument-Ralcd 

T r m u s w n  Voltage 
MdaRunbng 
Billmg 

System Beuelib C h u p  
kWh 

Trammiation Charge 
o n - P M k  tw 

Deliver). Chrge 
Secondary savlce 
On-Peak 
O f f - P d  
Pimay Scma 
O n - P d  
MT-Pd 
Transmiwon Savice 
On-Puk 
Ofi-Pcalr 
Primsry Substation - Mililaty Baw 
On-Puk 
Off-Pcsk 

Gcnemtiotl Qmrge 
On-Peak kW 
Off-peak kW 
On-Peak kWh 
MT-Peak kWh 

Pnmy Volrags 
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1.183 
1.795 
3.881 

26.514 

16.768 
3.064 

15.792 
2.966 

10.755 
1.462 

12.108 
2.597 

0.04076 
0.03219 

0.601 

0.440 
1.052 
3.138 

25.831 
0.068 
0.074 

1.776 

6.461 
0.646 

5.485 
0.548 

0.448 
0.044 

1.801 
0.179 

8.531 
2.418 

0.02922 
0.03779 

E54 

Minimum 12-MmO Charge S 603.49 I Yr Agreement 
Option 1 
(4 b) 

Interruptible Rate Ride (IRR) 
propod 

30 Minute (SikW-Yr) 
30 Minute (SkWh) 
2 Hour (SikW-Yr) 
2 How (WW) 
30 Minute (S/kW-Yr) 
30 Minutc (SkWh) 
2 Hour (&kW-Yr) 
2 Hour (WWh) 

30 Minute (YkW-Yr) 
30 Minute (SikWh) 
2 Hour (WW-Yr) 
2 How (Wwh) 
30 Minute (WkW-Yr) 
30 Minute (SkWh) 
2 Hour (SikW-Yr) 
2 Hour (YLWh) 

5 
5 
5 
5 
5 
5 
5 
5 

5 
5 
5 
5 
5 
5 
5 
5 

7.975 
009969 

7.178 
0.08972 

5.995 
0.07493 

5.395 
0 06745 

9.882 
0 12353 

8.894 
0.11117 

7.428 
O.WZ85 

6 685 
0.08356 
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9)oo )IPS COLONIAL BWCK POSI TOP 
9YA HPS DEcoEATlVE POST T W  
4.GoOINc FROZEN 
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Settlement Rate Summary for low Income Discounts 

E-3 Discount Proposed 
block1 (0-400 kwh) 65 .O% 
block2 (400-800 kwh) 45.0% 
block3 (800-1200 kwh) 26.0% 
block4 (over 1200 kwh) $/bill 
E4 Discount 

31.75 

block1 (0-800 kwh) 65.0% 
block2 (800-1400 kwh) 45.0% 
block3 (1400-2000 kwh) 26.0% 
block4 (over 2000 kwh) $/bill $ 60.00 
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Introduction 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND 

OCCUPATION. 

My name is Steve W. Chriss. My business address is 2001 SE 10th St., 

Bentonville, AR 72716-0550. My title is Senior Manager, Energy Regulatory 

Analysis, for Wal-Mart Stores, Inc. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS DOCKET? 

I am testifying on behalf of Wal-Mart Inc. and Sam’s West, Inc. (collectively 

“Walmart”) . 

PLEASE DESCRIBE YOUR EDUCATION AND EXPERIENCE. 

In 200 1 , I completed a Master of Science in Agricultural Economics at 

Louisiana State University. From 2001 to 2003, I was an Analyst and later a 

Senior Analyst at the Houston office of Econ One Research, Inc., a Los 

Angeles-based consulting firm. My duties included research and analysis on 

domestic and international energy and regulatory issues. From 2003 to 2007, I 

was an Economist and later a Senior Utility Analyst at the Public Utility 

Commission of Oregon in Salem, Oregon. My duties included appearing as a 

witness for PUC Staff in electric, natural gas, and telecommunications dockets. 

I joined the energy department at Walmart in July 2007 as Manager, State Rate 

Proceedings, and was promoted to my current position in June 20 1 1. My 
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Witness Qualifications Statement is found on Exhibit SWC-1. 

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THE 

ARIZONA CORPORATION COMMISSION (“THE COMMISSION”)? 

No. 

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE 

OTHER STATE REGULATORY COMMISSIONS? 

Yes. I have submitted testimony in over 50 proceedings before 28 other utility 

regulatory commissions and a legislative committee in Missouri. My testimoni 

has addressed topics including cost of service and rate design, ratemaking 

policy, qualifying facility rates, resource certification, energy 

efficiency/demand side management, fuel cost adjustment mechanisms, 

decoupling, the collection of cash earnings on construction work in progress, 

and telecommunications deregulation. 

HAVE YOU PREPARED EXHIBITS? 

Yes, I have prepared Exhibit SWC-1, consisting of seven pages, Exhibit SWC- 

2, consisting of one page, Exhibit SWC-3, consisting of one page, and Exhibit 

SWC-4, consisting of one page. 

WHAT IMPACT DOES WALMART HAVE ON THE ARIZONA 

ECONOMY? 

Walmart has a significant positive impact on the Arizona economy. As of July, 
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201 1, Walmart has 1 1 1 facilities and over 29,000 associates in Arizona. 

Additionally, in fiscal year ending 20 1 1 Walmart spent over $7 10 million for 

merchandise and services with 780 suppliers in Arizona, supporting over 

42,000 supplier jobs in the state.] 

DOES WALMART PROVIDE AN EXAMPLE OF HOW A LARGE 

COMMERCIAL ENERGY CUSTOMER CAN MAKE SUBSTANTIAL 

CONTRIBUTIONS TOWARDS THE GOAL OF DISTRIBUTED 

GENERATION IMPLEMENTATION, RENEWABLE ENERGY, AND 

INCREASED EFFICIENCY IN THE USE OF ENERGY? 

Yes. Walmart has made an operational and financial commitment to 

environmental stewardship in many aspects of its business, including the 

installation and use of renewable energy and energy efficiency technologies. 

At the time this testimony will be filed, Walmart will have 227 

renewable energy projects in the United States completed, under construction, 

or in permitting. In Arizona, Walmart has 24 renewable energy projects 

completed, under construction, or in permitting. 

On the energy efficiency side, in 2009, Walmart met its global goal 

to design and open a viable store prototype that is up to 25 to 30 percent more 

efficient than a store built in 2005 and produces up to 30 percent fewer 

See http:llwalmartstores.comipressroomiStateByStatelState.aspx?st=AZ. 
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greenhouse gas emissions. Additionally, Walmart has a corporate goal to 

reduce greenhouse gases at our existing stores 20 percent by 2012 and expects 

to reach this goal, in part, by installing energy-efficient technologies. 

Walmart's investment in energy efficiency is one of the most significant mean! 

towards reaching the company's environmental stewardship goals. 

Yes. Walmart has deployed a number of technologies, including: A. 

1) Our own advanced metering system, which we have installed in over 1,355 

United States and 375 United Kingdom facilities to date; 

2) Daylight harvesting systems, in which lighting intensity automatically adjusts 

given the amount of incoming daylight from skylights; 

3) Highly efficient HVAC units that exceeds the most stringent energy code in the 

United States; 

4) White membrane roofs that lower cooling load; 

5 )  Heat reclamation from our refrigeration equipment to meet approximately 

seventy percent of the hot water needs of our Supercenters; 

6) T8 and LED lighting; 

7) Active dehumidification that enables stores to operate at higher temperatures 

and use less electricity; and 

8) Indirect evaporate cooling and radiant flooring. 

Additionally, all of Walmart's United States stores are centrally 
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monitored through an energy management system installed in each facility. 

Through this system, Walmart has the ability to centrally monitor and control 

store temperature, lighting, and refrigeration units. This system, in 

combination with its advanced metering system, also allows Walmart to 

efficiently implement demand response commands. As a result, Walmart 

currently participates in at least seventeen utility and ISO/RTO demand 

response programs nationwide. 

CAN YOU PROVIDE EXAMPLES OF ESTIMATED ENERGY 

SAVINGS FROM SOME OF THE MEASURES LISTED ABOVE? 

Q. 

A. Yes. Each daylight harvesting system is estimated to save an average of 

800,000 kwh per year and the total energy savings for LED refrigerator case 

lighting is estimated to be more than 90,000 kWh per year.’ 

In conclusion, based on its experience, Walmart’s efforts provide an 

example of how one large commercial energy customer is already makmg 

substantial contributions towards the goals of distributed generation 

implementation, renewable energy, and increased efficiency in the use of 

energy 

2009 Global Sustainability Report, Wal-Mart Stores, Inc., page 33. 
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Purpose of Testimony 

Q. 

A. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to address aspects of the Arizona Public 

Service Company’s (“APS” or “the Company”) proposed decoupling and 

environmental compliance cost mechanisms and return on equity (“ROE”), 

responding specifically to the testimonies of William E. Avera, Zachary J. 

Fryer, Charles A. Miessner, Leland R. Snook. 

Summary of Recommendations 

Q. PLEASE SUMMARIZE YOUR RECOMMENDATIONS. 

A. My recommendations to the Commission are as follows: 

1) At this time, the Commission should, if it approves a decoupling mechanism, 

exclude the demand-metered General Service schedules from the mechanism 

due to the equity issues presented by the significant over-collection of revenues 

from this customer class versus class cost of service per the Company’s 

proposed rates in this docket. 

2) The Commission should require the Company to explore rate design changes to 

the demand-metered General Service schedules to improve fixed cost recovery. 

For example, Walmart supports the Company’s proposed changes to Schedule 

E-32L. 
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3) If the Commission determines that demand-metered General Services should 

be included in the decoupling mechanism, it should: 

a. Require the Company to calculate the mechanism separately for 

residential and commercial and industrial customers in order to avoil 

the creation of new shifts in inter-class cost responsibility on top of 

the shifts already in the rates proposed by APS in this docket. 

b. Cap the allowed fixed cost recovery for commercial and industrial 

customers at the level of fixed cost recovery for those customers 

were the rates to be set at cost of service, such that the rate of return 

for those customers would be set at the approved ACC Jurisdictional 

rate of return. This would protect the Company’s earnings up to the 

level it would have the opportunity to earn per the cost of service 

study for those customer classes, but not protect any over-earnings. 

Due to the potential rate impacts of an over-recovery credit, the 

Commission could cap the potential credit amount at a modest level. 

4) The Commission should reject the ERA as proposed, as the ERA will allow the 

Company to charge customers for costs, such as those listed in the Company’s 

proposal, that, under traditional ratemaking, the Company would be at risk for 

until the next general rate case. 
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5 )  If the Commission determines the proposed EIA and ERA should be approved 

it should consider when setting the Company’s rate of return the impact of the 

level of revenue and earnings assurance provided the Company by those 

me c hani sms . 

The fact that an issue is not addressed in this testimony should not bl 

construed as an endorsement of any filed position. 

Decoupling 

Q. HAS APS PROPOSED A DECOUPLING MECHANISM Ir 

DOCKET? 

THIS 

A. Yes. APS is proposing to implement the Efficiency and Infrastructure Accouni 

(“EIA”) mechanism, which is a non-fuel revenue per customer decoupling 

mechanism. See Testimony of Leland R. Snook, page 14, line 1 to line 4. 

WHAT IS YOUR UNDERSTANDING OF HOW THE MECHANISM 

WOULD WORK? 

My understanding is that the Company’s proposed mechanism will calculate on 

an ex-post, or after the fact, basis, an adjustment based on the comparison of 

the allowed fixed cost recovery in a given year versus the actual fixed cost 

recovery in that year. The adjustment would be charged as a percent of total 

company revenues, and would have an asymmetrical cap, such that the 

adjustment could result in up to an increase of three percent but would not have 

Q. 

A. 
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a cap on the amount of resulting decrease. See Exhibit LRS-1, page 2 to page 

3. 

WOULD EACH CUSTOMER CLASS BE CHARGED AN 

ADJUSTMENT THAT REFLECTED THE CUSTOMER CLASS- 

SPECIFIC FIXED COST RECOVERY RESULTS? 

No. The annual adjustment would combine the results of all applicable 

customer classes into a single adjustment. Id. , page 7. 

DO YOU HAVE CONCERNS WITH THE PROPOSED DECOUPLING 

MECHANISM? 

Yes. I have concerns regarding the structure and applicability of the 

decoupling mechanism, which I will outline below. 

WILL YOU ADDRESS THE PROPOSED DECOUPLING MECHANISN 

AS IT IS STRUCTURED AND APPLIED TO ALL RATE CLASSES? 

No. Walmart takes no position on the structure and applicability of the 

proposed decoupling mechanism as it relates to the rates of residential or other 

non-demand-metered customers. I will focus my testimony on the structure 

and applicability of decoupling for demand-metered General Service 

customers, specifically customers on demand-metered Schedule E-32 rates. 

FROM A POLICY PERSPECTIVE, WHAT IS YOUR 

UNDERSTANDING OF THE ROLE OF DECOUPLING 

10 
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MECHANISMS? 

Decoupling mechanisms are regulatory risk management tools employed to 

encourage a utility to promote energy efficiency when doing so may have the 

potential to compromise the utility’s ability to earn an authorized rate of returr 

on investments. Utility-implemented measures to improve energy efficiency, 

mandated through legislation or the regulatory process, if effective, reduce 

energy consumption and thus reduce energy sales, potentially lowering a 

utility’s revenues and earnings. 

WHAT IS YOUR FIRST CONCERN WITH THE PROPOSED EIA? 

My first concern is that, instead of looking at decoupling through rate design 

solutions for demand-metered Genera Service customers, it has chosen to 

include those customers in the EIA. 

A. 

Q. 

A. 

Q. GENERALLY, FOR DEMAND-METERED CUSTOMERS, IS 

DECOUPLING THROUGH RATE DESIGN PREFERABLE TO 

DECOUPLING THROUGH A RATE ADJUSTMENT MECHANISM? 

Yes. Decoupling through a rate design approach is preferable for demand- 

metered customers for two primary reasons. First, the rate design approach 

allows the Company the opportunity to create rates that reflect the Company’s 

cost of service and correctly account for cost causation. Formulating rates that 

reflect the cost of service will minimize inter-class and intra-class subsidies and 

A. 
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send correct price signals to customers in addition to decoupling the 

relationship between earnings and energy sales. 

WHAT IS THE SECOND REASON WHY DECOUPLING THROUGH i 

RATE DESIGN MECHANISM IS PREFERABLE TO DECOUPLING 

THROUGH A RATE ADJUSTMENT MECHANISM? 

Rate design is an ex ante process - that is, the price for service is set in advanc 

of customer’s activities. With ex ante ratemaking, customers have the benefit 

of complete information related to the bill impacts of their renewable energy 

and energy efficiency efforts. A rate adjustment mechanism is an expost 

adjustment - that is, the price for service is set after the usage is determined. 

Additionally, all other factors such as weather and economic conditions being 

equal, as customers implement more energy efficiency and cause more lost 

energy sales, the ex post rate adjustment increases. For customers that 

conserve energy, the rate adjustment rider may send a counterintuitive price 

signal due to increased rates and less bill savings even though substantial 

efforts were undertaken to reduce energy consumption. 

WHAT IS THE PRIMARY RATE DESIGN TECHNIQUE USED TO 

DECOUPLE A UTILITY’S EARNINGS AND ENERGY SALES? 

The primary rate design teclmque used is the elimination of volumetric energy 

(per kWh) charges for the collection of fixed, or demand-related, costs, which 
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decouples the utility’s revenues and earnings from its volume of energy sales a 

no fixed costs will be collected on a volumetric energy charge basis. These 

costs are instead collected on the customer charge or demand (kW) charge per 

the utility’s cost of service. Additionally, and more importantly, the 

elimination of recovery of fixed costs on the energy charge creates rates that 

reflect the Company’s cost of service and correctly account for cost causation 

principles, eliminating the misallocation of demand cost responsibility that 

often occurs when fixed costs are collected on energy charges. 

HAS THE COMPANY INDICATED HOW MUCH OF THE FIXED 

COSTS INCURRED TO PROVIDE SERVICE TO COMMERCIAL 

CUSTOMERS ARE COLLECTED THROUGH ENERGY CHARGES? 

Yes. The Company has indicated that, for commercial customers, 66 percent o 

fixed costs are collected through energy charges. See Testimony of Leland R. 

Snook, page 3, line 16 to line 18. As I will discuss in the cost of service and 

rate design portion of this docket, this is problematic, especially for high load 

factor customers. 

DOES DECOUPLING THROUGH RATE DESIGN ALSO ELIMINATE 

INTER-CLASS REVENUE RESPONSIBILITY ISSUES? 

Yes. Decoupling through rate design does not intermingle customer class 

revenue responsibilities and, as I will discuss further below, does not continue 

13 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

A. 

Q. 

A. 

Wal-Mb- - Stores Inc. and Sam’s West, In1 
Testimony of Steve W. Chi5 

Arizona Docket No. E-0 1345A- 1 1-022 

or exacerbate inter-class revenue responsibility issues. 

HAS THE COMPANY INDICATED THAT RATE DESIGN IS A TOOL 

THAT WOULD ACHIEVE RESULTS SIMILAR TO THE EIA? 

Yes. APS has indicated that straight fixed-variable rate design would resolve 

the Company’s potential earnings issues. See Testimony of Leland R. Snook, 

page 8, line 9 to line 13. The Company discusses rate design modifications to 

Schedule E-34 and Schedule E-35 that could be done to bring those classes 

closer to a straight fixed-variable rate design if the Commission determines tha 

Schedule E-34 and Schedule E-35 customers should not be included in the 

EIA. However, for Schedule E-32, the Company has not chosen to decouple 

revenues via rate design due to different impacts to the customers in the class 

and instead has proposed to include Schedule E-32 in the EIA. Id., page 18, 

line 11 to page 19, line 6. 

THOUGH THE COMPANY HAS NOT SUGGESTED RATE DESIGN 

AS THE SOLUTION FOR SCHEDULE E-32, ARE THEY PROPOSING 

CHANGES TO SCHEDULE E-32L THAT MOVE IN THE DIRECTION 

OF RECOVERY OF FIXED COSTS ON BASIC SERVICE AND 

DEMAND CHARGES? 

Yes. APS has proposed a number of changes to the Schedule E-32L charges, 

including eliminating the first tier energy charge and moving the implicit 
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demand cost that was collected in that charge to the demand charge. See 

Testimony of Charles A. Miessner, page 18, line 8 to line 19. As I will discuss 

more in the cost of service and rate design phase of this docket, Walmart 

supports the Company’s proposed Schedule E-32L rate design as it is a step in 

the right direction for the collection of fixed costs. 

WHAT IS YOUR SECOND CONCERN REGARDING THE PROPOSE1 

EIA? 

My second concern is the equity of the proposed EIA adjustment given that the 

General Service class as a whole and Schedule E-32 specifically are already 

paying rates substantially higher than their cost of service. The Company’s 

proposed rates in this docket would continue that practice. 

WHY IS THIS A CONCERN? 

For the General Service class as a whole, the Company’s proposed rates will 

produce a rate of return of 12.43 percent, which is approximately 40 percent 

above the Company’s proposed ACC Jurisdiction rate of return of 8.87 percent. 

See Exhibit SWC-2. As a result, the net operating income for the General 

Service class is approximately $76.8 million higher than it would be were 

revenue to be allocated at the Company’s cost of service. See Exhibit SWC-3. 

WHAT AMOUNT OF REVENUE REDUCTION WOULD BE 

REQUIRED TO BRING GENERAL SERVICE TO ITS CLASS COST 
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OF SERVICE? 

General Service would need a revenue reduction of $127 million (from APS’s 

proposed rates), or 9.5 percent, to be brought to its class cost of service. Id. 

ARE THE PROPOSED RATES OF RETURN FOR SCHEDULE E-32 

SIMILAR TO THE GENERAL SERVICE CLASS AS A WHOLE? 

Yes. The Company’s cost of service results for Schedule E-32 show rates of 

return from 36 to over 60 percent higher than they would be were revenue to bc 

allocated on a cost of service basis. See Attachment ZJF-3, Schedule GE-2, 

page 1. 

ARE YOU CONCERNED THAT THE DECOUPLING CHARGES WILI 

BE INEQUITABLE? 

Yes. The basis for my concern is two-fold. 

First, the Company’s proposed EIA, if adopted, would essentially 

lock in the over-collection of revenues from customer classes that are payng 

substantially more than their cost-of-service and potentially expose those 

customers to additional increases if the Company under-recovers its allowed 

fixed cost recovery. General Service customers, who as a whole are paying 

rates 9.5 percent higher than their cost of service, could potentially be exposed 

to an up-to three percent additional rate increase. 

As I will discuss in more detail in the cost of service and rate design 
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portion of t h s  docket, this continues the equity issues already included in the 

Company’s proposed rates. Additionally, rates based on cost of service 

principles would minimize the Company’s opportunity to collect earnings fron 

a particular customer class above its ACC Jurisdiction rate of return. Locking- 

in a level of allowed fixed cost recovery that would result in collection of 

revenues for a customer class greater than the revenue requirement needed to 

attain the approved ACC Jurisdiction rate of return would result in unjust and 

unreasonable rates for that customer class. 

Second, because it would charge a single adjustment that would 

include the under- and over-collection adjustments from all of the customer 

classes included in the mechanism, the proposed EIA would exacerbate the 

current equity issues in APS’s rates by potentially creating new shifts in inter- 

class revenue responsibilities, on top of the shifts already in the Company’s 

proposed rates, as revenue collection levels for each customer class differ from 

the Company’s load and revenue forecasts in this docket. 

WHAT ARE YOUR RECOMMENDATIONS TO THE COMMISSION 

ON THE PROPOSED EIA? 

My recommendations to the Commission on the proposed EIA are: 

Q. 

A. 

1) At ths  time, the Commission should, if it approves a decoupling mechanism, 

exclude the demand-metered General Service schedules from the mechanism 

17 
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due to the equity issues presented by the significant over-collection of revenue 

from this customer class versus class cost of service per the Company’s 

proposed rates in this docket. 

2) The Commission should require the Company to explore rate design changes 

to the demand-metered General Service schedules to improve fixed cost 

recovery. For example, Walmart supports the Company’s proposed changes to 

E-32L. 

3) If the Commission determines that demand-metered General Services should b 

included in the decoupling mechanism, it should: 

a. Require the Company to calculate the mechanism separately for 

residential and commercial and industrial customers in order to avoic 

the creation of new shifts in inter-class cost responsibility on top of 

the shifts already in the rates proposed by APS in this docket. 

b. Cap the allowed fixed cost recovery for commercial and industrial 

customers at the level of fixed cost recovery for those customers 

were the rates to be set at cost of service, such that the rate of return 

for those customers would be set at the approved ACC Jurisdictional 

rate of return. This would protect the Company’s earnings up to the 

level it would have the opportunity to earn per the cost of service 

study for those customer classes, but not protect any over-eamings. 
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Due to the potential rate impacts of an over-recovery credit, the 

Commission could cap the potential credit amount at a modest level 

Environmental and Reliability Account 

WHAT IS YOUR UNDERSTANDING OF THE COMPANY’S 

PROPOSED ERA? 

My understanding of the Company’s proposed ERA is that it would enable the 

Company to recover via a rider the revenue requirements associated with 

environmental improvement projects necessary for compliance with current or 

prospective federal, state, tribal, or local laws and regulations. Additionally, 

the Company is proposing to include generation plant capacity acquisitions or 

additions. See Testimony of Leland R. Snook, page 24, line 16 to line 20. 

HOW DOES THE COMPANY PROPOSE TO ALLOCATE AND 

CHARGE THE ERA REVENUE REQUIREMENT THROUGH RATES? 

The Company proposes to allocate and charge the ERA on an equal percentage 

basis. Id., page 28, line 1 to line 6. 

DO YOU HAVE CONCERNS WITH THE PROPOSED ERA? 

Yes. I am concerned that the ERA will allow the Company to charge 

customers for costs, such as those listed in the Company’s proposal, that, under 

traditional ratemaking, the Company would be at risk for until the next general 

rate case. Additionally, it is not clear if the Company would be allowed to 
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include construction work in progress (“CWIP”) for assets not yet used and 

usehl in the mechanism. 

WHAT IS YOUR RECOMMENDATION ON THIS ISSUE? 

The Commission should reject the ERA as proposed. Additionally, as I discus 

below, if the Commission does approve the ERA, it should consider the impac 

of the level of revenue assurance provided the Company by the ERA on the 

approved ROE in this docket. 

Return on Equity 

DOES APS PROPOSE AN ADJUSTMENT TO ITS ROE IN THIS 

DOCKET TO REFLECT THE IMPACTS OF IMPLEMENTATION OF 

THE PROPOSED EIA AND ERA? 

No. Company witness Avera concludes that the addition of the proposed EIA 

and ERA, though they “support the Company’s financial integrity and credit 

ratings,” does not justify an adjustment to his ROE recommendation. See 

Testimony of William E. Avera, page 76, line 7 to line 10. 

WHAT IS THE COMPANY’S PROPOSED ROE IN THIS DOCKET? 

The Company has proposed an ROE of 11 percent. See Schedule D-4. 

HAVE COMMISSIONS IN OTHER JURISDICTIONS MADE ROE 

ADJUSTMENTS DUE TO THE IMPLEMENTATION OF 

DECOUPLING MECHANISMS? 
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A. Yes. Other jurisdictions have made specific ROE adjustments due to the 

implementation of decoupling mechanisms: 

0 

The Public Utility Commission of Oregon, in approving a decoupling 

mechanism for Portland General Electric, reduced the utility’s 

authorized ROE by 10 basis points to “reflect the reduction in the 

Company’s risk.”’ 

The Montana Public Service Commission stated that adoption of 

Northwestern Energy’s mechanism will shift risk from the utility to its 

customers, and reduced the utility’s ROE by 25 basis points.2 

The Maryland Public Service Commission, in approving a Bill 

Stabilization Adjustment mechanism for Potomac Edison, recognized 

that the mechanism “reduces risk and therefore reduces the Company’s 

cost of capital,” and, therefore, reduced the utility’s ROE by 50 basis 

 point^.^ 

Additionally, Commissions in other jurisdictions have accounted for 

decoupling mechanisms in setting the utility’s ROE but did not provide a 

See In the Matter of PORTLAND GENERAL ELECTRIC COMPAm, Request for a general rate revision, Public 
Utility Commission of Oregon Order 09-020, January 22,2009, Docket UE 197, page 29. ’ See In the Matter of North Western Energy’s Application for Approval for Authority to Establish Increased Natural 
Gas and Electric Delivery Sewice Rates, Montana Public Service Commission Order No. 704611, December 9,2010, 
Docket No. D2009.9.129, page 60. 

Electric Sewice and for Certain Rate Design Changes, Maryland Public Service Commission Order No. 81517, July 
19,2007, Case No. 9092, page 8 1. 

See In the Matter of the Application of Potornac Electric Power Company to Revise its Rates and Charges for 5 
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specific adjustment in their orders: 

0 The Hawaii Public Utilities took into account the approval of a 

decoupling mechanism in their setting of the ROE for Hawaiian Electric 

Company.’ 

For Western Massachusetts Electric Company, the Massachusetts 

Department of Public Utilities found that “the revenue decoupling 

mechanism that we have approved in this case will reduce the variabilie 

of the Company’s revenues and, accordingly, reduce its risks and its 

investors’ return requirement” and would “examine the specific risk 

profile of the Company and the specific features of the revenue 

decoupling proposal we are approving today to arrive at the appropriate 

determination of the effect on risk on WMECo’s required ROE.”* 

0 The Connecticut Department of Public Utility Control stated in its final 

order for the 2008 United Illuminating general rate case that “The 

implementation of a decoupling mechanism further mitigates the 

’ See In the Matter ofthe Application of Hawaiian Electric Company, Inc. for Approval of Rate Increases and 
Revised Rate Schedules and Rules, Hawaii Public Utilities Commission December 29, 2010, Final Decision and 
Order, Docket No. 2008-0083, page 42. 
’See Petition of Western Massachusetts Electric Company, pursuant to G.L.c. 164, $94 and 220 C.M.R. $$5.00 et 
Teq. for Approval of a General Increase in Electric Distribution Rates and a Revenue Decoupling Mechanism, 
Uassachusetts Department of Public Utilities January 31,201 1, Order, D.P.U. 10-70, page 283 to 284. 
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were identified as having decoupling mechanisms. Of the twelve utilities, ten 

have an approved ROE less than the Company’s proposed ROE, with a range 

of 9.83 percent to 10.7 percent. The only exceptions are the two California 
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earnings pressure of the Company having the impact of reducing the 

overall risk profile of UI.”’ 

DOES THE COMPANY STATE THAT THERE ARE MULTIPLE 

UTILITIES IN WITNESS AVERA’S PEER GROUP THAT HAVE 

BOTH DECOUPLING AND AN ROE IN EXCESS OF THE PROPOSEC 

ROE IN THIS DOCKET? 

Yes. The Company states that Witness Avera has found that there are multiple 

utilities in the peer group that have both decoupling and an ROE higher than 

that proposed by APS in this docket. See Testimony of Leland R. Snook, page 

23, line 2 to line 5 and Attachment WEA-11. However, an examination of the 

most recent approved ROES for retail utility companies owned by the proxy 

group companies identified as having decoupling mechanisms shows that 

“multiple utilities’’ is an overstatement. 

WHAT DID YOU FIND IN YOUR EXAMINATION OF THE PROXY 

GROUP COMPANY-OWNED RETAIL UTILITIES? 

I examined twelve retail utilities owned by the proxy group companies that 

See Application of the United Illuminating Company to Increase its Rates and Charges, Connecticut Department of 
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utilities included in the examination. The average ROE of the twelve utilities i 

10.38, 62 basis points lower than the Company’s proposed ROE in this docket. 

See Exhibit SWC-4. 

A. Yes. 

DO YOU HAVE A SPECIFIC RECOMMENDATION AS TO AN 

APPROPRIATE ROE ADJUSTMENT IF THE COMMISSION 

DETERMINES THE EIA AND ERA SHOULD BE APPROVED? 

No. I recommend that, if the Commission determines the proposed EIA and 

ERA should be approved, it should consider when setting the Company’s rate 

of return the impact of the level of revenue and earnings assurance provided tht 

Company by those mechanisms. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

Utility Control February 4,2009 Decision, Docket No. 08-07-04, page 101 
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Senior Manager, Energy Regulatory Analysis 
Wal-Mart Stores, Inc. 
Business Address: 2001 SE IOth Street, Bentonville, AR, 72716-0550 
Business Phone: (479) 204-1594 

EXPERIENCE 
July 2007 - Present 
Wal-Mart Stores, Inc., Bentonville, AR 
Senior Manager, Energy Regulatory Analysis (June 201 1 - Present) 
Manager, State Rate Proceedings (July 2007 - June 201 1) 

June 2003 -July 2007 
Public Utility Commission of Oregon, Salem, OR 
Senior Utility Analyst (February 2006 - July 2007) 
Economist (June 2003 - February 2006) 

January 2003 - May 2003 
North Harris College, Houston, TX 
Adjunct Instructor, Microeconomics 

June 2001 - March 2003 
Econ One Research, Inc., Houston, TX 
Senior Analyst (October 2002 - March 2003) 
Analyst (June 2001 - October 2002) 

ED U CAT10 N 
2001 Louisiana State University M.S., Agricultural Economics 
1997-1 998 University of Florida Graduate Coursework, Agricultural Education 

1997 Texas A&M University B.S., Agricultural Development 
and Communication 

B.S., Horticulture 

TESTIMONY 
201 I 
Oklahoma Corporation Commission Cause No. PUD 201 100087: In the Matter of the Application 
of Oklahoma Gas and Electric Company for an Order of the Commission Authorizing Applicant to 
Modify its Rates, Charges, and Tariffs for Retail Electric Service in Oklahoma. 

South Carolina Public Service Commission Docket No. 201 1-271-E: Application of Duke Energy 
Carolinas, LLC for Authority to Adjust and Increase its Electric Rates and Charges. 

Pennsylvania Public Utility Commission Docket No. P-2011-2256365: Petition of PPL Electric 
Utilities Corporation for Approval to Implement Reconciliation Rider for Default Supply Service. 

North Carolina Utilities Commission Docket No. E-7, Sub 989: In the Matter of Application of 
Duke Energy Carolinas, LLC for Adjustment of Rates and Charges Applicable to Electric Service 
in North Carolina. 

Florida Public Service Commission Docket No. 1 101 38: In Re: Petition for Increase in Rates by 
Gulf Power Company. 
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Public Utilities Commission of Nevada Docket No. 11-06006: In the Matter of the Application of 
Nevada Power Company, filed pursuant to NRS 704.1 lO(3) for authority to increase its annual 
revenue requirement for general rates charged to all classes of customers to recover the costs of 
constructing the Harry Allen Combined Cycle plant and other generating, transmission, and 
distribution plant additions, to reflect changes in the cost of capital, depreciation rates and cost of 
service, and for relief properly related thereto. 

North Carolina Utilities Commission Docket Nos. E-2, Sub 998 and E-7, Sub 986: In the Matter of 
the Application of Duke Energy Corporation and Progress Energy, Inc., to Engage in a Business 
Combination Transaction and to Address Regulatory Conditions and Codes of Conduct. 

Public Utilities Commission of Ohio Case Nos. 1 1 -346-EL-SSO, 1 1 -348-EL-SSO, 1 1 -349-EL- 
AAM, and 11-350-EL-AAM: In the Matter of the Application of Columbus Southern Power 
Company and Ohio Power Company for Authority to Establish a Standard Service Offer Pursuant 
to Section 4928.143, Revised Code, in the Form on an Electric Security Plan and In the Matter of 
the Application of Columbus Southern Power Company and Ohio Power Company for Approval 
of Certain Accounting Authority. 

Virginia State Corporation Commission Case No. PUE-2011-00037: In the Matter of Appalachian 
Power Company for a 201 1 Biennial Review of the Rates, Terms, and Conditions for the 
Provision of Generation, Distribution, and Transmission Services Pursuant to § 56-585.1 A of the 
Code of Virginia. 

Illinois Commerce Commission Docket No. 11-0279 and 11-0282 (cons.): Ameren Illinois 
Company Proposed General Increase in Electric Delivery Service and Ameren Illinois Company 
Proposed General Increase in Gas Delivery Service. 

Virginia State Corporation Commission Case No. PUE-2011-00045: Application of Virginia 
Electric and Power Company to Revise its Fuel Factor Pursuant to 5 56-249.6 of the Code of 
Virginia. 

Utah Public Service Commission Docket No. 10-035-124: In the Matter of the Application of 
Rocky Mountain Power for Authority to Increase its Retail Electric Utility Service Rates in Utah 
and for Approval of its Proposed Electric Service Schedules and Electric Service Regulations. 

Maryland Public Utilities Commission Case No. 9249: In the Matter of the Application of Delmarva 
Power & Light for an Increase in its Retail Rates for the Distribution of Electric Energy. 

Minnesota Public Utilities Commission Docket No. E002/GR-10-971: In the Matter of the 
Application of Northern States Power Company d/b/a Xcel Energy for Authority to Increase Rates 
for Electric Service in Minnesota. 

2 

Michigan Public Service Commission Case No. U-16472: In the Matter of the Detroit Edison 
Company for Authority to Increase its Rates, Amend its Rate Schedules and Rules Governing the 
Distribution and Supply of Electric Energy, and for Miscellaneous Accounting Authority. 

Regarding Missouri Senate Bills 50, 321, 359, and 406: Testimony Before the Missouri Senate 
Veterans’ Affairs, Emerging Issues, Pensions, and Urban Affairs Committee, March 9, 201 1. 

2010 
Public Utilities Commission of Ohio Docket No. 10-2586-EL-SSO: In the Matter of the Application 
of Duke Energy Ohio for Approval of a Market Rate Offer to Conduct a Competitive Bidding 
Process for Standard Service Offer Electric Generation Supply, Accounting Modifications, and 
Tariffs for Generation Service. 
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Colorado Public Utilities Commission Docket No. 10A-554EG: In the Matter of the Application of 
Public Service Company of Colorado for Approval of a Number of Strategic Issues Relating to its 
DSM Plan, Including Long-Term Electric Energy Savings Goals, and Incentives. 

Public Service Commission of West Virginia Case No. 10-0699-E-42T: Appalachian Power 
Company and Wheeling Power Company Rule 42T Application to Increase Electric Rates. 

Oklahoma Corporation Commission Cause No. PUD 201 000050: Application of Public Service 
Company of Oklahoma, an Oklahoma Corporation, for an Adjustment in its Rates and Charges 
and Terms and Conditions of Service for Electric Service in the State of Oklahoma. 

Georgia Public Service Commission Docket No. 31958-U: In Re: Georgia Power Company’s 
2010 Rate Case. 

Washington Utilities and Transportation Commission Docket No. 100749: 2010 Pacific Power & 
Light Company General Rate Case. 

Colorado Public Utilities Commission Docket No. 10M-254E: In the Matter of Commission 
Consideration of Black Hills Energy’s Plan in Compliance with House Bill 10-1 365, “Clean Air- 
Clean Jobs Act.” 

Colorado Public Utilities Commission Docket No. 1 OM-245E: In the Matter of Commission 
Consideration of Public Service Company of Colorado Plan in Compliance with House Bill 10- 
1365, “Clean Air-Clean Jobs Act.” 

Public Service Commission of Utah Docket No. 09-035-1 5 Phase I/: In the Matter of the 
Application of Rocky Mountain Power for Approval of its Proposed Energy Cost Adjustment! 
Mechanism. 

Public Utility Commission of Oregon Docket No. UE 21 7: In the Matter of PACIFICORP, dba 
PACIFIC POWER Request for a General Rate Revision. 

Mississippi Public Service Commission Docket No. 2010-AD-57: In Re: Proposal of the 
Mississippi Public Service Commission to Possibly Amend Certain Rules of Practice and 
Procedure. 

Indiana Utility Regulatory Commission Cause No. 43374: Verified Petition of Duke Energy 
Indiana, Inc. Requesting the Indiana Utility Regulatory Commission to Approve an Alternative 
Regulatory Plan Pursuant to Ind. Code 5 8-1-2.5-1, ET SEQ., for the Offering of Energy Efficiency 
Conservation, Demand Response, and Demand-Side Management Programs and Associated 
Rate Treatment Including Incentives Pursuant to a Revised Standard Contract Rider No. 66 in 
Accordance with Ind. Code 55 8-1-2.5-1 ET SEQ. and 8-1-2-42 (a); Authority to Defer Program 
Costs Associated with its Energy Efficiency Portfolio of Programs; Authority to Implement New 
and Enhanced Energy Efficiency Programs, Including the PowershareB Program in its Energy 
Efficiency Portfolio of Programs; and Approval of a Modification of the Fuel Adjustment Clause 
Earnings and Expense Tests. 

Public Utility Commission of Texas Docket No. 37744: Application of Entergy Texas, Inc. for 
Authority to Change Rates and to Reconcile Fuel Costs. 

South Carolina Public Service Commission Docket No. 2009-489-E: Application of South Carolina 
Electric & Gas Company for Adjustments and Increases in Electric Rate Schedules and Tariffs. 
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Kentucky Public Service Commission Case No. 2009-00459: In the Matter of General 
Adjustments in Electric Rates of Kentucky Power Company. 

Virginia State Corporation Commission Case No. PUE-2009-00125: For acquisition of natural gas 
facilities Pursuant to $$ 56-265.45 B of the Virginia Code. 

Arkansas Public Service Commission Docket No. 10-01 0-U: In the Matter of a Notice of Inquiry 
Into Energy Efficiency. 

Connecticut Department of Public Utility Control Docket No. 09-1 2-05: Application of the 
Connecticut Light and Power Company to Amend its Rate Schedules. 

Arkansas Public Service Commission Docket No. 09-084-U: In the Matter of the Application of 
Entergy Arkansas, Inc. For Approval of Changes in Rates for Retail Electric Service. 

Missouri Public Service Commission Docket No. ER-2010-0036: In the Matter of Union Electric 
Company d/b/a AmerenUE for Authority to File Tariffs Increasing Rates for Electric Service 
Provided to Customers in the Company’s Missouri Service Area. 

Public Service Commission of Delaware Docket No. 09-414: In the Matter of the Application of 
Delmarva Power & Light Company for an Increase in Electric Base Rates and Miscellaneous 
Tariff Charges. 

2009 
Virginia State Corporation Commission Case No. PUE-2009-00030: In the Matter of Appalachian 
Power Company for a Statutory Review of the Rates, Terms, and Conditions for the Provision of 
Generation, Distribution, and Transmission Services Pursuant to 9 56-585.1 A of the Code of 
Virginia. 

Public Service Commission of Utah Docket No. 09-035-15 Phase I: In the Matter of the 
Application of Rocky Mountain Power for Approval of its Proposed Energy Cost Adjustment 
Mechanism. 

Public Service Commission of Utah Docket No. 09-035-23: In the Matter of the Application of 
Rocky Mountain Power for Authority To Increase its Retail Electric Utility Service Rates in Utah 
and for Approval of Its Proposed Electric Service Schedules and Electric Service Regulations. 

Colorado Public Utilities Commission Docket No. 09AL-299E: Re: The Tariff Sheets Filed by 
Public Service Company of Colorado with Advice Letter No. 1535 - Electric. 

Arkansas Public Service Commission Docket No. 09-008-U: In the Matter of the Application of 
Southwestern Electric Power Company for Approval of a General Change in Rates and Tariffs. 

Oklahoma Corporation Commission Docket No. PUD 200800398: In the Matter of the Application 
of Oklahoma Gas and Electric Company for an Order of the Commission Authorizing Applicant to 
Modify its Rates, Charges, and Tariffs for Retail Electric Service in Oklahoma. 

Public Utilities Commission of Nevada Docket No. 08-1 2002: In the Matter of the Application by 
Nevada Power Company d/b/a NV Energy, filed pursuant to NRS 3704.1 lO(3) and NRS 
9704.1 lO(4) for authority to increase its annual revenue requirement for general rates charged to 
all classes of customers, begin to recover the costs of acquiring the Bighorn Power Plant, 
constructing the Clark Peakers, Environmental Retrofits and other generating, transmission and 
distribution plant additions, to reflect changes in cost of service and for relief properly related 
thereto. 
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New Mexico Public Regulation Commission Case No. 08-00024-UT: In the Matter of a 
Rulemaking to Revise NMPRC Rule 17.7.2 NMAC to Implement the Efficient Use of Energy Act. 

Indiana Utility Regulatory Commission Cause No. 43580: Investigation by the Indiana Utility 
Regulatory Commission, of Smart Grid Investments and Smart Grid Information Issues Contained 
in 11 l (d)  of the Public Utility Regulatory Policies Act of 1978 (16 U.S.C. § 2621(d)), as Amended 
by the Energy Independence and Security Act of 2007. 

Louisiana Public Service Commission Docket No. U-30192 Phase /I (February 2009): Ex Parte, 
Application of Entergy Louisiana, LLC for Approval to Repower Little Gypsy Unit 3 Electric 
Generating Facility and for Authority to Commence Construction and for Certain Cost Protection 
and Cost Recovery. 

South Carolina Public Service Commission Docket No. 2008-251-E: In the Matter of Progress 
Energy Carolinas, Inc.’s Application For the Establishment of Procedures to Encourage 
Investment in Energy Efficient Technologies; Energy Conservation Programs; And Incentives and 
Cost Recovery for Such Programs. 

2008 
Colorado Public Utilities Commission Docket No. 08A-366EG: In the Matter of the Application of 
Public Service Company of Colorado for approval of its electric and natural gas demand-side 
management (DSM) plan for calendar years 2009 and 2010 and to change its electric and gas 
DSM cost adjustment rates effective January 1, 2009, and for related waivers and authorizations. 

Public Service Commission of Utah Docket No. 07-035-93: In the Matter of the Application of 
Rocky Mountain Power for Authority to Increase its Retail Electric Utility Service Rates in Utah 
and for Approval of its Proposed Electric Service Schedules and Electric Service Regulations, 
Consisting of a General Rate Increase of Approximately $161.2 Million Per Year, and for 
Approval of a New Large Load Surcharge. 

Indiana Utility Regulatory Commission Cause No. 43374: Petition of Duke Energy Indiana, Inc. 
Requesting the Indiana Utility Regulatory Commission Approve an Alternative Regulatory Plan for 
the Offering of Energy Efficiency, Conservation, Demand Response, and Demand-Side 
Management. 

Public Utilities Commission of Nevada Docket No. 07-1 2001 : In the Matter of the Application of 
Sierra Pacific Power Company for authority to increase its general rates charged to all classes of 
electric customers to reflect an increase in annual revenue requirement and for relief properly 
related thereto. 

Louisiana Public Service Commission Docket No. U-30192 Phase /I: Ex Parte, Application of 
Entergy Louisiana, LLC for Approval to Repower Little Gypsy Unit 3 Electric Generating Facility 
and for Authority to Commence Construction and for Certain Cost Protection and Cost Recovery. 

Colorado Public Utilities Commission Docket No. 07A-420E: In the Matter of the Application of 
Public Service Company of Colorado For Authority to Implement and Enhanced Demand Side 
Management Cost Adjustment Mechanism to Include Current Cost Recovery and Incentives. 

2007 
Louisiana Public Service Commission Docket No. U-30192: Ex Parte, Application of Entergy 
Louisiana, LLC for Approval to Repower Little Gypsy Unit 3 Electric Generating Facility and for 
Authority to Commence Construction and for Certain Cost Protection and Cost Recovery. 
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Public Utility Commission of Oregon Docket No. UG 173: In the Matter of PUBLIC UTILITY 
COMMISSION OF OREGON Staff Request to Open an Investigation into the Earnings of 
Cascade Natural Gas. 

2006 
Public Utility Commission of Oregon Docket No. UE 180/UE 181/UE 184: In the Matter of 
PORTLAND GENERAL ELECTRIC COMPANY Request for a General Rate Revision. 

Public Utility Commission of Oregon Docket No. UE 179: In the Matter of PACIFICORP, dba 
PACIFIC POWER AND LIGHT COMPANY Request for a general rate increase in the company's 
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(1) Proposed General Service Rate of Return 12.43% 
(2) Proposed Total ACC Jurisdiction Rate of Return 8.87% 

I (3) ( 1 ) / ( 2 )  Relative Rate of Return 1.40 



Total ACC Jurisdiction 
Proposed Rate of Return 

Proposed 
Rate Base 
Rate of Return 
Net Operating Income 

At Proposed Total ACC Jursidiction 
Rate of Return 
Net Operating Income 

Difference 

Revenue Conversion Factor 

Over-collection Revenue Requirement 

Revenues from Present Rates 

Revenue Neutral Rate Change Required 
For Cost of Service 

Wal-Mart Stores, Inc. and Sam's West, Inc. 
Exhibit SWC-3 

Arizona Docket E-01 345A-11-0224 

Source: Schedule G-2, page 1 

8.87% 

General Service 

2,159,417 
12.43% 

268,416 

8.87% 
191,540 

$ (76,875) 

1.6532 

$ (127,090) 

$ 1,342,599 

-9.5% 
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Most Recent 

Proxy Group Company Regulated Utility Approved ROE Docket Final Order Date 

10.00 TX 38339 May 12,201 1 Centerpoint Energy 

10.70 MI U-16191 November 4,2010 CMS Energy Consumers Energy Company 

Constellation Energy Baltimore Gas and Electric Company 9.86 MD9230 December 6,2010 

October 20, 201 1 

Edison International Southern California Edison Company 11.50 CA 07-05-003 December 21,2007 

Hawaiian Electric Hawaiian Electric Company, Inc. 10.00 HI 2008-0083 December 29,201 0 

January 30,2009 

lntegrys Energy Group Wisconsin Public Service Corporation 10.30 WI 6690-UR-120 January 13,201 1 

Pepco Holdings ’ Delmarva Power & Light Company 10.00 MD 9192 December 30, 2009 

Potomac Edison Power Company 9.83 MD9217 August 6, 2010 

PG&E Corp. Pacific Gas and Electric Company 11.35 CA 07-05-003 December 21,2007 

Portland General Electric Portland General Electric Company 10.00 OR UE 215 December 17, 201 0 

Average 10.38 

Centerpoint Electric Delivery Company 

DTE Energy Co. The Detroit Edison Company 10.50 MI U-16472 

IDACORP, Inc. Idaho Power Company 10.50 ID IPC-E-08-10 

Footnotes: 

1) Pepco Holdings has two regulated utilities that have revenue decoupling mechanisms, Delmarva Power 8, Light Company and 

Potomac Electric Power Company in Maryland, and two that do not, Delmarva Power & Light Company in Delaware and 

Atlantic City Electric in New Jersey 

2) The most recent Delmarva Power & Light Company rate case (MD 9249) was settled and the stipulation continued the use 

of the ROE approved in MD 9192 
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Introduction 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND 

OCCUPATION. 

My name is Steve W. Chriss. My business address is 2001 SE 10th St., 

Bentonville, AR 72716-0550. My title is Senior Manager, Energy Regulatory 

Analysis, for Wal-Mart Stores, Inc. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS DOCKET? 

I am testi@ing on behalf of Wal-Mart Inc. and Sam’s West, Inc. (collectively 

“Walmart”). 

ARE YOU THE SAME STEVE W. CHRISS WHO TESTIFIED 

EARLIER IN THIS DOCKET? 

Yes. My Witness Qualification Statement was included with my initial 

testimony as Exhibit S WC- 1. 

HAVE YOU PREPARED EXHIBITS? 

Yes, I have prepared Exhibit SWC-5, consisting of one page, Exhibit SWC-6, 

consisting of one page, and Exhibit SWC-7, consisting of one page. 

Purpose of Testimony 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to address aspects of the Arizona Public 

Service Company’s (“APS” or “the Company”) proposed revenue allocation, 

2 
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rate design, and Schedule AG-1, responding specifically to the testimony of 

Charles A. Miessner. 

ummary of Recommendations 

Q. PLEASE SUMMARIZE YOUR RECOMMENDATIONS. 

A. My recommendations to the Commission are as follows: 

1) At the proposed revenue requirement, Walmart does not oppose the Company’ 

proposed revenue allocation. 

2) If the Commission determines that the appropriate revenue requirement is 

lower than the level proposed by the Company the Commission should 

determine the extent to which rates for each rate class can be moved closer to 

their respective class cost of service. 

3) The Commission should approve the Company’s proposed changes in the 

structure of E-32L. 

4) The Commission should approve Schedule AG- 1, with the following changes 

and clarifications: 

a) All retail customers who meet the aggregated peak load requirements 

should be able to take service under Schedule AG- 1. 

The following definition for Aggregated Peak Load should be included 

in the tariff: 

b) 

“Aggregated Peak Load: The sum of the maximum metered kW for the 
individual customer accounts over the last twelve months, at the time the 

3 
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customer requests service under this schedule, for customer accounts 
billed under the same corporate name, ownership or identity.” 

Customers returning to APS generation service due to the end of a 

contract period or cancellation of Schedule AG-1 should not be chargec 

a returning customer charge. 

The Commission should reject the Management Fee and monthly 

reserve capacity charge. 

The fact that an issue is not addressed in this testimony should not bc 

construed as an endorsement of any filed position. 

Revenue Allocation 

GENERALLY, WHAT IS WALMART’S POSITION ON SETTING 

RATES BASED ON THE UTILITY’S COST OF SERVICE? 

Walmart advocates that rates be set based on the utility’s cost of service. This 

will provide equitable rates that reflect cost causation, send proper price 

signals, and minimize price distortions. 

HOW DID APS DETERMINE ITS PROPOSED REVENUE 

ALLOCATION? 

A P S  states in their testimony that they considered cost of service as well as rate 

stability in allocating the proposed revenue requirement increase to the 

different customer classes. In general, A P S  allocated higher increases to those 

rate classes that were the most deficient in recovering their cost of service and 
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lower increases to those rate classes that produce greater recovery of their cos1 

of service. See Testimony of Charles A. Miessner, page 4, line 4 to line 25. 

DOES THE C MPANY’S PROPOSED REVENUE ALLOCATION 

MOVE EACH CLASS TO THEIR RESPECTIVE CLASS C 

SERVICE? 

No. As I discussed in my previous testimony, for the General Service class as 

whole, the Company’s proposed rates will produce a rate of return of 12.43 

percent, which is approximately 40 percent above the Company’s proposed 

ACC Jurisdiction rate of return of 8.87 percent. See Exhibit SWC-2. As a 

result, the net operating income for the General Service class is approximately 

$76.8 million higher than it would be were revenue to be allocated at the 

Company’s cost of service. See Exhibit S WC-3. This is an increase from the 

rate of return in present rates for the General Service class as a whole, which is 

1 1.86 percent, though is lower relative rate of return for the class when 

compared to the previous relative rate of return. See Exhibit SWC-5. 

AT THE PROPOSED REVENUE REQUIREMENT INCREASE, DOES 

WALMART OPPOSE THE COMPANY’S PROPOSED REVENUE 

ALLOCATION? 

No. 
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WHAT IS YOUR RECOMMENDATION TO THE COMMISSION IF 17 

DETERMINES THAT A LOWER REVENUE REQUIREMENT IS 

APPROPRIATE? 

If the Commission determines that the appropriate revenue requirement is 

lower than the level proposed by the Company the Commission should 

determine the extent to which rates for each rate class can be moved closer to 

their respective class cost of service. 

Rate Design 

WHAT IS YOUR UNDERSTANDING F THE CURRENT 

STRUCTURE OF SCHEDULE E-32L? 

My understanding is that Schedule E-32L currently has a $/day basic service 

charge, a declining block $/kW demand charge, and a declining block $/kwh 

energy charge. See APS Rate Schedule E-32L, Effective date of January 1, 

2010. 

IS IT YOUR UNDERSTANDING THAT THE CURRENT SCHEDULE 

E-32L STRUCTURE COLLECTS SOME DEMAND-RELATED FIXED 

COSTS THROUGH THE ENERGY CHARGE? 

Yes. The current Schedule E-32L structure collects some demand-related costs 

through the first tier of the energy charge. See Direct Testimony of Charles A, 

6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q. 

A. 

Q- 

A. 

Q. 

Wal-MalL Stores Inc. and Sam’s West, In 
Rate Design Testimony of Steve W. Chri 

Arizona Docket No. E-0 1345A- 1 1-02; 

Miessner, page 18, line 9 to 11. 

DOES APS PROPOSE CHANGES TO THE STRUCTURE QF 

SCHEDULE E-32L? 

Yes. APS proposes to remove the first tier energy charge, modi% the 

remaining energy charge to reflect the average energy cost per kWh, and 

recover the demand costs that are currently collected in the first tier of the 

energy charge through the demand charge. Id, line 11 to line 14 and 

Attachment CAM-6. 

DOES WALMART SUPPORT THE PRQPOSED CHAR 

STRUCTURE OF SCHEDULE E-32L? 

Generally, yes. Removing the collection of demand-related costs from the 

energy charge better reflects the Company’s cost of service and improves the 

collection of fixed costs. Additionally, moving the collection of demand- 

related costs to the demand charge corrects the shift in demand cost 

responsibility from lower load factor customers to higher load factor customers 

that occurs when demand-related costs are recovered through energy charges. 

Essentially, recovering demand-related costs on the energy charge results in 

misallocation of cost responsibility as higher load factor customers overpay for 

the demand-related costs incurred by the Company to serve them. 

CAN YOU PROVIDE A GENERAL ILLUSTRATION OF A SHIFT IN 
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DEMAND COST RESPONSIBILITY? 

Yes. To provide my illustration, I assume the following: 

a) A utility has only two customers (Customer 1 and Customer 2), with 

individual monthly peak demands of 20 kW for a total monthly system 

load of 40 kW. 

b) The annual revenue requirement or cost to the utility associated with thc 

investment for the 40 kW infrastructure is $2,000, and the entire cost 

will be collected each year, so each customer has caused the utility to 

incur $1,000 of demand-related or fixed costs. 

c) Customer 1 has a monthly demand of 20 kW and a load factor of 60 

percent and thus consumes 105,120 kWh/year (20 kW * 0.6 * 8760). 

d) Customer 2 has a monthly demand of 20 kW and load factor of 30 

percent and thus consumes 52,560 kWh/year (20kW * 0.3 * 8760). 

IF THE DEMAND-RELATED COSTS WERE CHARGED ON A PER 

KW BASIS, WHAT WOULD THE PER KW CHARGE BE? 

The charge would be $4.17 per kW-month ($2,000 / 40 kW / 4 2 months). Eacf 

customer would then pay $1,000 for the demand-related cost they impose on 

the system (20 kW * $4.17/kW * 12). 

IF THE DEMAND-RELATED COSTS WERE CHARGED ON A PER 

KWH BASIS, WHAT WOULD THE PER KWH CHARGE BE? 



1 
c 
L 

? 

I 

4 
4 
e 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

A. 

Q. 

A. 

Q- 

A. 

Q. 

Wal-Man Stores Inc. and Sam’s West, Ir 
Rate Design Testimony of Steve W. Chri 

Arizona Docket No. E-01345A-11-02; 

If the utility were to charge the demand-related costs on a per kWh basis, the 

energy charge would be 1.27 cents/kWh (or $O.O127/kWh). This is calculated 

as follows: $2,000 / 157,680 kWh, using total company sales (Le., the sum of 

the two customers’ annual kWh usage) as the denominator. 

WHAT WOULD EACH CUSTOMER PAY UNDER THE PER KWH 

CHARGE? 

Customer 1, who caused the utility to incur $1,000 in demand-related costs, 

with a load factor of 60 percent and an annual usage of 105,120 kWh, would 

pay $1,333 ($0.0127/kWh * 105,120 kWh). Customer 2, who also caused the 

utility to incur $1,000 in demand-related costs, with a load factor of 30 percent 

and an annual usage of 52,560 kWh, would pay $667 ($O.O127/kWh * 52,560) 

IS THIS AN EQUITABLE RESULT? 

No. Even though each customer caused the utility to incur $1,000 in fixed 

costs, the utility will be over-recovering from one customer and under- 

recovering from the other. Under the per kWh scenario, the utility would over- 

recover from Customer 1, the higher load factor customer, by $333 (i.e. $1,333 

in revenues minus $1,000 in costs), and under-recover from Customer 2, the 

lower load factor customer, by $333 (Le. $667 in revenues minus $1,000 in 

costs). 

WHAT IS YOUR RECOMMENDATION TO THE COMMISSION OW 
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Q. 

A. 

Q. 

A. 

Q* 

A. 

THIS ISSUE? 

In order to provide customers with equitable rates that reflect cost causation 

classes, the Commission should approve the Company’s proposed changes in 

the structure of E-32L. 

Experimental Rate Rider Under Schedule AG-1 

WHAT IS YOUR UNDERSTANDING OF T E COMPANY’S 

SCHEDULE A 

My understanding is that the Company has proposed Schedule AG-1 to allow 

customers with an aggregated peak load of 10 MW or more each month 

throughout the year to purchase alternative sources of generation to serve their 

full power requirements. See Direct Testimony of Charles A. Miessner, page 

20, line 14 to line 15 and Attachment CAM-7, page 1. 

DOES WALMART SUPPORT THE APPROVAL OF SCHEDULE AG- 

l ?  

Generally, yes. However, as I will explain below, several changes and 

clarifications should be incorporated into the approved tariff. 

IS THE COMPANY’S PROPOSAL CLEAR REGARDING WHICH 

CUSTOMERS MAY TAKE SERVICE UNDER SCHEDULE AG-l? 

No. The proposed tariff states that the rate rider schedule is available “. . .for all 
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Standard Offer customers who have an aggregated Peak load of 10 MW or 

more each month throughout the year, as measured at the customer’s meter(s) 

See Attachment CAM-7, page 1. However, the Company’s testimony suggest 

that APS will limit participation to Schedules E-34 and E-35. See Testimony 

of Charles A. Miessner, page 20, line 4. 

DOES MR. MIESSNER CONFIRM IN A RESPONSE TO A DATA 

REQUEST THAT THE C MPANY “GENERALLY A 

THAT SCHEDULE AG-1 WOULD BE AVAILABLE TO RETAIL 

CUSTOMERS THAT AR NTLY RECEIVING 

THE APS GRID”? 

Yes. See Exhibit SWC-6. 

IS IT YOUR OPINION THAT ALL RETAIL CUSTOMERS WHO 

MEET THE AGGREGATED PEAK LOAD REQUIREMENTS, 

REGARDLESS OF RATE SCHEDULE, BE ABLE TO TAKE SERVICE 

UNDER SCHEDULE AG-l? 

Yes. Qualification for Schedule AG-1 should not be predicated on the rate 

schedule under which a potential participant currently takes service. 

IN THE COMPANY’S PROPOSED TARIFF, HAVE THEY PROVIDED 

A DEFINITION FOR “AGGREGATED PEAK LOAD”? 

No. 

11 



L 

L 

4 
I 

f 

5 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q* 

A. 

A. 

Q* 

A. 

Q. 

Wal-MalL Stores Inc. and Sam’s West, Ir 
Rate Design Testimony of Steve W. Chri 

Arizona Docket No. E-0 1345A- 1 1-02: 

HAS THE COMPANY, IN THE DISCOVERY PROCESS, PROPOSED 

DEFINITION? 

Yes. The Company has proposed the following definition: 

“Aggregated Peak Load: The sum of the maximum metered kW for the 

individual customer accounts over the last twelve months, at the time the 

customer requests service under this schedule, for customer accounts billed 

under the same corporate name, ownership and identity, as determined by the 

Company.” See Exhibit SWC-7. 

DO YOU PROPOSE ANY C THE DEFINITION? 

Yes. I propose the following changes: 

“Aggregated Peak Load: The sum of the maximum metered kW for the 

individual customer accounts over the last twelve months, at the time the 

customer requests service under this schedule, for customer accounts billed 

under the same corporate name, ownership 4 =identity- 

-.” 

WHY IS THIS CHANGE NECESSARY? 

This change is necessary to ensure that customers who have the same corporate 

ownership but operate under different corporate names in the state, such as 

Wal-Mart Stores, Ins. and Sam’s West, Inc., are able to include all of their load 

under A P S  in the program. 

DOES APS PROPOSE RETURNING CUSTOMER CHARGES FOR 

CUSTOMERS WHO RETURN TO THE COMPANY’S BUNDLED 

12 
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GENERATION SERVICE? 

Yes. In testimony, APS states that the returning customer charge will be 

assessed if the customer returns to the standard APS generation service before 

the contract term ends, due to default or other reason. See Direct Testimony o 

Charles A. Miessner, page 21, line 20 to line 24. However, the proposed tariff 

language is less specific about the circumstances of return, and appears to 

charge a returning customer charge for all customers regardless of the 

circumstances surrounding the customer’s return to APS generation service. 

See Attachment CAM-7, page 2. 

DOES THE COMPANY DISCUSS THE NEED FOR A RETURNING 

CUSTOMER CHARGE? 

NO. 

ARE THERE CIRCUMSTANCES IN WHICH THE COMPANY 

SHOULD NOT CHARGE A RETURNING CUSTOMER CHARGE TO P 

CUSTOMER RETURNING TO APS GENERATION SERVICE? 

Yes. The Company should not charge a returning customer charge if, at the 

time a customer returns to APS generation service, A P S  can h o w  with 

reasonable certainty that the customer will return, such as the end of a contract 

period or if APS files for and receives permission from the Commission to 

cancel Schedule AG- 1. 
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DOES THE C MPANY PROPOSE TO INCLUDE FEES FOR 

CUSTOMERS ON SCHEDULE AG-l? 

Yes. The Company proposes two fees. First, A P S  proposes a monthly reserve 

capacity charge equal to 15 percent of the customer’s monthly peak load. 

Second, APS proposes a “Management Fee” of $O.O006/kWh. See Attachmen 

CAM-7, page 2. 

HAS APS PROVIDED JUSTIFICATION FOR THESE AMOUNTS? 

No. The Management Fee, per the Company’s testimony, is predicated on the 

Company’s purchasing and managing of the alternative generation on behalf ol 

the customer, but provides no cost basis for the $0.0006/kWh charge. See 

Direct Testimony of Charles A. Miessner, page 20, line 18 to line 2 1. The 

Company has provided no justification or cost basis for the monthly reserve 

capacity charge. As such, the Commission should reject the inclusion of both 

charges. 

WHAT IS YOUR RECOMMENDATION TO THE COMMISSION 

REGARDING SCHEDULE AG-l? 

The Commission should approve Schedule AG- 1, with the following changes 

and clarifications: 

1) All retail customers who meet the aggregated peak load requirements should be 

able to take service under Schedule AG- 1. 

14 
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2) The following definition for Aggregated Peak Load should be included in the 

tariff: 

“Aggregated Peak Load: The sum of the maximum metered kW for the 

individual customer accounts over the last twelve months, at the time the 

customer requests service under this schedule, for customer accounts billed 

under the same corporate name, ownership or identity, as determined by the 

Company . ” 

Customers returning to APS generation service due to the end of a contract 

period or cancellation of Schedule AG- 1 will not be charged a returning 

customer charge. 

The Commission should reject the Management Fee and monthly reserve 

capacity charge. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

Yes. 

15 
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Noble ei a! 1.2: With reference To the dppticaiion xxticw sf t i le ~ r o p m e d  
Experimental Rate Rider Schedule AG-1 {"Schedule AG- f ) r  

piease describe w af tllc tCTt-3 
"aggregated." 

3.1.2 If so, what lar-rguage would APS suggest? 

RespQnse: 1.1.2 
Yes. APS will revis:: Schedule AG- 1. to add a dei"rtiition of 
"aggregated peak Ictad" a t  t h ~  appropriate t ~ m c  in this 
proceedin@. 

1.1.2 
The Company iritetids t ha t  for service under Schedci e AG-1, 
customer accounrs can  be aggregated under t h e  same corpor-atr> 
name, entity and ownership, over rneritiple sites. For ex.mple, 2 
nationat chain account ctfstomer, where t h e  va&us sitas ai'e 
awned by the same corporate entityy, could aggregate t h e  I 
aver multiple accounts and sites. However, a franchis ?d cham 
account, where each sits is separateety owned, c ~ t ~ l r i  I \ -&.  The 
pmposed definition is: 

Aggregated Peak Load: The sum QF the maximum met2red k W  
f ~ o r  the i ~ ~ j y j ~ ~ ~ ~  customer itccoiints QVW the 1 
mcmths, at the time the aatonier requests service 
schedule, for customer accounts billed under the same COSf$JOi-rliC? 
name, cwnership and identity, as  determined by the Cor-ipany. 
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ntroduction 

LEASE STATE YOUR NAME, 

OCCUPATION. 

My name is Steve W. Chriss. My business address is 2001 SE 10th St., 

Bentonville, AR 727 16-0550. My title is Senior Manager, Energy Regulatory 

Analysis, for Wal-Mart Stores, Inc. 

ON WHOSE BEHALF A E YOU TESTIFYING IN T 

I am testifying on behalf of Wal-Mart Inc. and Sam’s West, Inc. (collectively 

“Walmart”). 

8 TESTIF 

EARLIER IN T 

Yes. My Witness Qualification Statement was included with my initial 

testimony as Exhibit SWC- 1. 

Purpose of Testimony 

WHAT IS THE PURP F YOUR TESTIMONY? 

The purpose of my testimony is to support the Proposed Settlement Agreement 

(“Settlement”) in this docket filed on January 6, 2012. My testimony will 

address the settlement generally as well as specific rate design provisions. 

Walmart is also sponsoring the testimony of Chris Hendrix, Director of 

Markets and Compliance for Wal-Mart Stores, Inc., who will address the 

Experimental Rate Schedule AG- 1 provisions. 

Summary of Recommendations 

PLEASE SUMMARIZE YOUR RECOMMENDATION. 

My recommendation to the Arizona Corporation Commission (“the 

Commission”) is that the Commission should approve the Settlement as filed. 

The Settlement is the just and reasonable outcome of extensive arms-length 
2 
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negotiations conducted in good faith between the parties in this docket. 

Additionally, the settlement process greatly aids in administrative efficiency, 

which can reduce costs to all parties and ratepayers. 

The fact that an issue is not addressed in this testimony should not b 

construed as an endorsement of any filed position. 

General Terms 

§ OF ARIZO EIC 

E COMPANY”) RECEIVE 

A. All customers, including commercial customers, will receive two primary and 

substantial benefits from the settlement. First, there will be no increase in base 

rates as a result of the settlement. See Settlement Recital 3.1. Second, APS 

may not file a new base rate case until at least May 31, 2015, with no new base 

rates taking effect until at least July 1, 201 6. See Settlement Recital 2.1. 

Q. WHY ARE THESE PROVISIONS ENEFICIAL TO COMMERCIAL 

CUSTOMERS SUCH A§ WALMART? 

A. These provisions are beneficial to commercial customers for two reasons. 

First, all of the Company’s customers will not receive a base rate increase as a 

result of this case. Electricity represents a significant portion of a commercial 

customer’s operating costs. When rates increase, that increase in cost to the 

commercial customer puts pressure on consumer prices and on the other 

expenses required by a business to operate. Rate increases also directly impact 

the business’s customers, who are APS’s residential and small business 

customers. Given current economic conditions, the Settlement provides 

important immediate relief, versus the increase initially proposed by the 

Company, for all APS customers, including commercial customers. 
3 
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A. The second reason is that the four-year rate case stability provision provides fo 

stable base rates through at least July 1, 2016. This provides for certainty in 

base rate levels and aides in the development of cost forecasting and budgeting 

Additionally, the stability provision provides for litigation resource savings for 

customers who participate in the rate case process. 

ate Design 

ENT PROVIDE FO E RAT 

A. Yes. The Settlement changes the structure of Schedule E-32L. Currently, the 

schedule has a $/day basic service charge, a declining block $/kW demand 

charge, and a declining block $/kWh energy charge. See APS Rate Schedule 

E-32L, Effective date of January 1, 2010. The Settlement structure has a $/day 

basic service charge, a declining block $/kW demand charge, a flat $/kWh 

winter energy charge, and a flat $/kWh summer energy charge. See Settlement 

Attachment K, page 7. 

DOES WALMART SUPPORT THE SETTLEMENT CHANGES TO Q. 

THE STRUCTURE OF SCHEDULE E-32L? 

A. Yes. The changes remove the collection of demand-related costs from the 

energy charge, which better reflects the Company’s cost of service and 

improves fixed cost recovery for the Company. Additionally, moving the 

collection of demand-related costs to the demand charge corrects the shift in 

demand cost responsibility from lower load factor customers to higher load 

factor customers that occurs when demand-related costs are recovered through 

energy charges. 
4 
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Introduction 

PLEASE STATE Y UR NAME, BUS1 ESS ADDRESS, AND 

My name is Chris Hendrix. My business address is 2001 S.E. 10th St., 

Bentonville, AR 72716-5530. My title is Director of Markets & Compliance, 

for Wal-Mart Stores, Inc. 

N WHOSE BE E YOU TESTIFYING IN TH 

I am testifying on behalf of Wal-Mart Inc. and Sam’s West, Inc. (collectively 

“Walmart”). 

ART? 

In my role as Director of Markets & Compliance, I am responsible for directin) 

and implementing regulatory and legislative policies for Walmart’ s retail and 

wholesale business interests related to electricity and natural gas in the 

competitive markets of the United States and the United Kingdom. In addition 

I am accountable for all regulatory, legislative and market developments that 

affect the operation of Walmart’ s self-supply retail electricity provider; Texas 

Retail Energy, LLC in Texas, New York, Illinois Pennsylvania, and Maryland, 

and Power4Al1, Ltd. in the United Kingdom. 

PLEASE DESCRIBE YOUR EDUCATION AND EXPERIENCE. 

I earned a Bachelors of Business Administration with a concentration in 

Accounting from the University of Houston in 1991 and a Masters of Business 

Administration with a concentration in Finance and International Business 

from the University of Houston in 1994. I have more than 20 years of 

experience in all facets of the energy industry with the last 15 years specifically 

related to the competitive electric and natural gas markets. From 1990 to 1997, 

I was an Accountant, then an Accounting Analyst and later a Senior Rate 
2 
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Analyst with Tenneco Energy in Houston, Texas. My initial duties included 

various accounting functions for their regulated pipeline, Tennessee Gas 

Pipeline, and in my later position, the preparation of cost allocation and rate 

design studies. From 1997 to 2001, I was a Senior Specialist and later a 

Manager at Enron Energy Services in Houston, Texas. My duties included 

participating in gas and electric deregulation proceedings, performing cost of 

service analysis, and analyzing regulatory rules and utility tariffs. From 2002 

to 2003, I was a Manager at TXU Energy in Dallas, Texas, where I supervised 

a pricing team for energy transactions. In 2003, I joined the Energy 

Department of Wal-Mart Stores Inc., as a General Manager and was promoted 

to my current position in 2009. My Witness Qualification Statement is found 

on Exhibit CWH- 1. 

TESTIMONY EFORE THE 

ARIZONA C COMMIS§l[ON(“THE COMMI§SION”)? 

No. 

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE 

OTHER STATE REGULTORY COMMISSIONS? 

Yes. I have submitted testimony in one proceeding before the Oklahoma 

Corporation Commission. My testimony addressed the topic of natural gas 

competition. In addition, I have been a contributor to numerous coalition 

groups and industry organizations in preparing and submitting testimony 

regarding natural gas and electricity competition and market rules. 

HAVE YOU PREPARED EXHIBITS? 

Yes, I have prepared Exhibit CWH-1, consisting of two pages. 

3 
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Purpose of Testimony 

The purpose of my testimony is to support the Proposed Settlement Agreement 

(“Settlement”) in this docket filed on January 6, 2012. My testimony will 

specifically address the provisions for Experimental Rate Schedule AG- 1, 

Alternative Generation General Service. 

mmendations 

PLEASE SUM ECOMMENDATION. 

My recommendation to the Commission is that the Commission should approvl 

Experimental Rate Rider Schedule AG- 1 (“AG- 1”) as filed in the Settlement. 

The fact that an issue is not addressed in this testimony should not bc 

construed as an endorsement of any filed position. 

Experimental Rate Wider Schedule AG-1 

AT ARE THE POTENTIAL BENE IT§ TO COMMERCIAL 

CUSTOMERS SUCH AS WALMART UNDER AG-I? 

In general, commercial customers such as Walmart participate in competitive 

markets across the United States in order to have more control over their 

energy expenses. Competitive electricity market purchases allow customers to 

apply their specific risk appetites and operating goals to purchase electricity to 

better match their company strategies, which are likely different than the 

regulated recovery schedules of an electric utility. 

In addition, Walmart specifically has an aggressive corporate 

sustainability program and is actively installing solar at facilities in Arizona. 

Walmart will be exploring the possibility of acquiring energy from larger scale 

renewables under Schedule AG- 1. Obtaining such energy under Schedule AG- 

1 could prove to be a challenge, however, given its limited 4-year term due to 
4 
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its experimental nature. As a market comparison, Walmart currently has a 

longer term power purchase agreement from a wind developer in Texas but ha: 

never been able to consummate a large scale renewable energy transaction in 

any regulated market. If Schedule AG-1 is later made a permanent schedule, 

Walmart expects its ability to obtain energy from large scale renewable project 

to be more likely. However, Walmart supports the adoption of AG-1 as an 

experimental schedule at this time. 

DOES WAkMA VICE UNDER AG-l? 

Yes. Walmart is currently planning on applying for service under AG-1 during 

the initial enrollment period as long as it is economically viable at then current 

market conditions. 

Yes. 

5 
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Director of Markets & Compliance 
Wal-Mart Stores, Inc. 
Business Address: 2001 SE 1 Oth Street, Bentonville, AR, 72716-5530 
Business Phone: (479) 204-0845 
Email: chris.hendrix@wal-mart.com 

EXPERIENCE 
2003 - Present 
Wal-Mart Stores, Inc., Bentonville, AR 
Director of Markets & Compliance (2009 - Present) 
General Manager (2003 - 2009) 

2002 -2003 
TXU Energy, Dallas, TX 
Manager - Retail Pricing (2002 -2003) 

1997 - 2001 
Enron Energy Services, Houston, TX 
Manager - Target Markets (2002 -2003) 
Manager - Product Development/Structuring (1 999 - 2001) 
Senior Specialist (1 997 - 1999) 

1990 - 1997 
Tenneco Energy, Houston, TX 
Senior Rate Analyst (1 994 - 1 997) 
Accounting Analyst (1 992 - 1994) 
Accountant (1 991 - 1992) 

EDUCATION 
1994 University of Houston 
1991 University of Houston 

INDUSTRY ORGANIZATIONS 
COMPETE Coalition 
Board Member (2008 - present) 

M.B.A, Finance & International Business 
B.B.A, Accounting (Magna Cum Laude) 

National Energy Marketers Association 
Executive Committee and Policy Chair (2006 - present) 

NEPOOL (IS0 New England) 
Participants Committee (201 1 - present) 
Markets Committee (201 1 - present) 
Consumer Liaison Group (201 1 - present) 

P J M Interconnection 
Markets Committee (201 1 - present) 

Electric Reliability Council of Texas (ERCOT) 
Technical Advisory Committee - TAC (2004 - 2006) 

mailto:chris.hendrix@wal-mart.com
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TESTIMONY 
1998 
Oklahoma Corporation Commission Cause No. PUD 9800001 77: Joint Application of Oklahoma 
Natural Gas Company, A Division of Oneok, Inc., Oneok Gas Transportation, a Division of 
Oneok, Inc., and Kansas Gas Service Company, a Division of Oneok, Inc., for Approval of Their 
Unbundling Plan for Natural gas Services Upstream of the Citygates or Aggregation Points. 
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GARY PIERCE, Chairman 
BOB STUMP 
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IN THE MATTER OF THE APPLICATION OF 
ARIZONA PUBLIC SERVICE COiMPANY FOR A 
HEARING TO DETERMINE THE FAIR VALUE 
OF THE UTILITY PROPERTY OF THE 
COMPANY FOR RATEMAKJNG PURPOSES, TO 
FIX A JUST AND REASONABLE RATE OF 
RETURN THEREON, AND TO APPROVE RATE 
SCHEDULES DESIGNED TO DEVELOP SUCH 
RETURii 

DOCKET NO. E-01345A-11-0224 

Attached hereto for filing in the above-captioned docket is the pre-filed testimony of 
2ynthia Zwick. 

RESPECTFULLY submitted this 2nd day of December, 201 1. 

Phoenix, AZ 85016 
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Please state your name and address. 

My name is Cynthia Zwick and my address is 1940 E. Luke Avenue, Phoenix, A2 

85016. 

What is the purpose of your testimony? 

I am offering testimony in this case to ask the Commission to: 1) reject the request for the 

increase in rates to low-income customers and to hold those customers harmless in this 

case; 2) to reject the change in policy to include the low-income customers in the PSA 

and D S W C  charges; and 3) to ask the Commission to expand the income eligibility 

criteria in the program approved in the last rate case which allocated $5  million in 

shareholder dollars to provide bill assistance for customers whose income falls between 

150 - 200% of the federal poverty guidelines. 

\ . a t  is your experience with low-income issues, and with rate proceedings in Arizona? 

I have served as a low-income advocate in Anzona since 2003, and have participated in 

rate cases since that time in order to ensure that the interests and impact of rate increases 

on the low-income community are heard and understood, and that there is a better 

understanding of the condition of poverty in the State of Arizona and its impact on utility 

customers. Additionally, I did participate in the last rate case (Decision No. 71448), 

which resulted in a settlement agreement. 

Would you please describe the low-income in Arizona today? 
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A4 Let me start by saying that I support a healthy electric utility, and believe that rates that 

are reasonable and affordable for low-income customers is not only in the customers’ best 

interest but also in the Company’s best interest. 

The poverty rate in Arizona is currently the second highest in the country, having 

increased significantly during the last two years, making the low-income community 

larger and more vulnerable than ever. The current poverty rate is also the highest it has 

been since poverty began to be measured in the 1950’s. According to the United States 

Census Bureau, the Arizona poverty rate is currently 21.2%. These numbers are even 

more dramatic when considering the number of children under the age of 18 living in 

poverty, whxh in Arizona is currently 3 1 %. 

The income for a person living at 100% of the federal poverty level is $908 a month or 

$10,896 a year. For a family of four, the household income is $1,863 a month or $22,356 

annually. At 150% of the federal poverty level, a single person has an income of $16,245 

and a family of four is living on $33,075 a year. 

The unemployment rate in Arizona continues to hold at just over 9%, the job market is 

not yet turning around, and families who before now have been able to pay their rent or 

mortgages, feed their families and pay their electricity bills, are struggling and 

vulnerable. Arizona is the seventh highest state in the country for families who are 

unable to feed their children three meals a day,‘ and enrollment in the SNAP program 

(formerly known as food stamps) has grown to a record high of 1.1 million individuals 

enrolled in Arizona alone. 

Food Research and Action Center, Campaign to End Childhood Hunger, August 201 I ,  
http:/ifrac.ordpdflaun20 1 1 food-hardslxp-repofl-children.pdf 

http:/ifrac.ordpdflaun20
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The practical reality is that families are seeking help with their electric bills who have 

never needed or asked for help before, and they are doing so in record numbers. 

Are the impacts of the economy and the poverty rate reflected in any of the programs 

currently offered by APS? 

Yes, they are. The low-income discount programs, the E-3 and E-4 rates have seen 

significant increases in participation since 2007. In 2007, there were an average of 

44,515 customers enrolled in the low-income rate. Year-to-date in 2011, the average 

enrollment is 62,199 customers a month: a 39.7% increase. (Attachment A) 

Additionally, the rate of Company collections disconnections for E-3 enrolled customers 

has gone up from 3,870 annually in 2008 to 5350 for eleven months in 2011 (a 39% 

increase). Customers enrolled in the E-3 discount program who self disconnected, ranged 

from a total of 5289 in 2008 to 7804 for the first 11 months of t h s  year (a 48% increase). 

What these numbers don't reflect are the disconnections of low-income customers who 

are not enrolled in the discount program, but are having just as much difficulty paying 

their A P S  bill. (Attachment B) 

Are there other programs that assist low-income families with their utility bills? 

Yes, there are. The most significant program is the Low Income Home Energy Assistance 

Program (LIHEAP), which is a federally funded program. While Arizona has realized 

greater funding in the past two years, agencies are only able to serve approximately 5% 

of the eligible households with the level of LIHEAP funding available. 
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Utility assistance is the most frequently requested assistance fiom Community Action 

Agencies and Community Information and Referral. In the City of Phoenix, for the 

months of July through October, there were an average of 2 1,700 calls to the Human 

Services Department Family Service Centers from families seeking assistance. 13,000 

individuals asked for an appointment, and of those, 2,300 received services. 

What is the net affect of the Company’s proposal on low-income customers? 

The net affect is a 7% rate increase for low-income customers. That’s higher than 

residential customers at 3.95%, General Service customers at 2.64%, Water Pumping 

customers at 3.62%, DusWDawn Lighting customers at 2.94%, and Street Lighting 

customers at 3.62%. The customers who are already unable to maintain electric service 

are being assessed an even larger increase than any other customer pup.(Attachment C) 

Charles Meissner states on page 4 of his Direct Testimony, at line 9, “In addition, the 

Company considered gradualism where the intent is to moderate the impact on any single 

4 7  

A7 

customer class, in making the final recommendation.” On page 11 , M i  Meissner 

expresses a concern for those customers moving off the low-income rates as their 

financial situation improves and the concern about them facing rate shock. While I 

appreciate his concern, a 7% increase, 3.05% higher than any other rate class, is shocking 

to customers, particularly those customers already struggling to pay their bills. 

Additionally, if the discount cap that is being proposed in this case had been in place 

during the timeframe of the most recent rate case, 29,02710~-income households would 

have reached the cap. This is 47% of the low-income customers currently enrolled in the 

E-3 rate , and this would have had a tremendous negative effect on their abilities to pay 

their bills. (Attachment D) 
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Are there other factors that need to be taken into consideration when considering the APS 

proposal? 

Yes, there are, and those include very real health risks associated with an inability to 

maintain electric service. In a report written by Ardeth Barnhart entitled, “Making the 

Link between Energy and Poverty,”’ the author reports that in 2002 in the Phoenix area, 

12% of the more than 200,000 households eligible for LIHEAP, had no air conditioning. 

In another report by the Arizona Department of Health Services,’ lack of air conditioning 

can be a life threatening condition in Arizona. Between 1992 and 2009, 173 Arizona 

residents died from exposure to heat whde indoors, two-thirds of whom were 65 or older. 

The National Energy Assistance Directors’ Association conducted a survey in April of 

2009 of LIHEAP recipients and reports the following: 4 

0 

0 

LIHEAP recipient households are likely to be vulnerable to temperature extremes; 

39% of the homes had a senior in the household aged 60 or older 

44% had a disabled household member 

45% had a child 18 or younger 

92% had a least one vulnerable household member 

0 

0 

The study also provided information on challenges that these households faced: 

0 36% were unemployed at some point during the previous year (this is an increase 

from the previous year’s 29%) 

52% had a serious medical condition, and 0 

’ Barnhart, A. (201 1). Makmg the Link between Energy and Poverty. Poverty and Climate in the Southwest 
Workshop. Retrieved from 
ittp:ll~mmv. climas. arizona. edu/fileslclimas!proj ectdocumentslpublid 19 3443arnhart-Energy-Poverty.pdf 
’ Arizona Department of Health Services, Deaths From Exposure to Excessive Natural Heat Occurring in Arizona 
1992-2009, wwcv.hs.state.as.us. ’ National Energy Assistance Directors’ Association, 2009 National Energy Assistance Survey, Final Report. April 
2009, www.neada.org. 
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0 25% used medical equipment that requires electricity. 

The survey also reported that many of the LIHEAP recipients faced significant medical 

and health problems in the past five years, partly as a result of high energy costs. 

Respondents reported the following: 

0 

0 

0 

30% went without food for at least one day 

41% went without medical or dental care 

33% did not fill a prescription or took less than the full dose of a prescribed 

medication, and 

25% had someone in the home become sick because the home was too cold. 0 

An increase at the level being considered in this case renders these customers even 

more vulnerable. 

Why are you asking that the low-income customers continue to be exempted from the 

PSA and DSMAC charges? 

While the Company makes the case that these customers would have benefitted if not 

exempt fi-om the PSA during the term of the prior rate case, when that adjustor is re-set to 

zero as proposed in this case, there will be a charge to low-income customers, a charge 

they cannot afford. Additionally, the D S U C  is a relevant charge for those customers 

who are able to take advantage of the various energy efficiency programs offered by APS. 

Unfortunately, unless a customer is income qualified, has the appropriate housing unit 

and can gain access to weatherization services, they will not be able to take advantage of 

the vast majority of energy efficiency programs available because they simply cannot 

afford to do so. 
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For those low-income customers interested in conserving energy in their homes, it is a 

much more difficult task as the quality of the housing stock in which these families live is 

poor, and low-income families spend a greater percentage of their incomes on energy 

services due to poor insulation, inefficient HVAC systems and appliances, and the simple 

reality of having lower incomes. 

Therefore, I am asking that the Commission continue to honor the exemption for low- 

income customers. 

Are there any alternatives to the DSlMAC exemption? 

Yes, if the Commission approves a more significant discount that would essentially 

compensate for the savings currently being realized by low-income customers via the 

DSMAC exemption, such a discount would be a reasonable alternative. Any additional 

charges assessed low-income customers at this time are not appropriate. 

what is your request with respect to the enhanced eligibility of the $5 million shareholder 

funds in this case? 

In the last rate case, $5 million of shareholder funds were allocated for customers whose 

income falls between 150-200% of the federal poverty level. When this program was 

approved, the intent was to serve the “new poor” in Anzona. To-date, approximately 

$80,000 of these funds have been spent, and it isn’t because there is not a great need for 

assistance. Rather, agency staff have found that when families come in for assistance, 

their income has already fallen below the 150% eligibility level. 

Can you please explain why this funding is so difficult to spend? 
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Certainly. By the time families are seeking this assistance (again these families are 

seeking assistance for the first time in their lives), their income has already fallen below 

150% of the federal poverty level. This is occurring for several reasons. The families 

and individuals tend to be unemployed and have been for a while, those that had 

accumulated some savings used their savings first before seeking assistance and now 

have very little or no income, and others have experienced a health criiis, that has in twn 

created a financial crisis. As a result, by the time they seek assistance, the household 

income has fallen below the 150-200% threshold. 

Expanding the eligibility requirement to reflect eligibility for families whose income is 

up to 200% of the federal poverty level would allow agencies to better serve APS 

customers and expend the funding that is so desperately needed. 

Would you please summarize your testimony? 

Certainly. I am asking the Commission to reject the request for an increase in rates for 

low-income customers, to deny the change in policy relating to the exemption of low- 

income customers in the PSA and DSMAC charges unless a commensurate discount is 

provided, and to expand the eligibility of the shareholder bill assistance program to up to 

200% of the federal poverty level. 

Does that conclude your testimony? 

Yes, it does, thank you. 
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ATTACHMENT A 



CYNTHIA ZWICK’S FIRST SET OF INFORMAL DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

NOVEMBER I, 2011 

Zwick 1.1: How many customers have been/are enrolled in each low income 
program, including the E-3 and E-4 rates, from 2007 to the 
present? 

Response: The E-3 and E-4 monthly participants from 2007 to present are 
provided in APS14997. 

Witness: Charles A. Miessner 
Page 1 of 1 
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ATTACHMENT B 



CYNTHIA ZWICK’S FIRST SET OF INFORMAL DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

NOVEMBER 1, 2011 
DOCKET NO. E-01345A-11-0224 

Zwick 1.8: How many low-income customers have been disconnected by 
month from 2007 to the present? 

Response: The requested information is provided in APS15001. This 
encompasses the E-3 and E-4 rate schedules. There are likely low 
income on other rate schedules, but APS would have no way of 
identifying such customers. 

Witness: Charles A. Miessner 
Page 1 of 1 
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ATTACHMENT C 





ATTACHMENT D 



CYNTHIA ZWICK’S FIRST SET OF INFORMAL DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

NOVEMBER 1, 2011 

Zwick 1.5: How many customers currently enrolled in the E-3 and E-4 rates 
would have capped out if the proposed limits were currently in 
existence? 

Response: The number of existing customers that would have been capped if 
the proposed limits were currently in existence is 29,027. 

Witness: Charles A. Miessner 
Page 1 of 1 
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Q1 

A1 

42 

A2 

43 

43 

Have you previously filed testimony in this case? 

Yes, I have. 

What is the purpose of the testimony you are filing today? 

I am filing this testimony in support of the Settlement Agreement filed with this 

Commission on January 6,2012. 

Please state your support for this Settlement Agreement. 

I intervened in t h s  case in order to address the issues faced by low-income Arizonans 

throughout the APS service territory, a population that has grown significantly since the 

settlement of the last case and the filing of this case. I have participated in a majority of 

the settlement discussions and have been able to express the concerns about the case 

originally filed by APS (the Company). I have also gained an enhanced understanding of 

the complex issues being dealt with in this case, the various parties’ positions and the 

need to balance the concerns of all parties in the best interest of the APS customers. 

This Agreement revises the income eligibility guideline for the funding remaining in the 

previously approved $5 million program by making those families with a household 

income up to 200% of the federal poverty level, eligible for assistance. 

Additionally, my position going into this case was to hold the low-income customers 

harmless through a variety of means, and the Settlement Agreement as presented to the 

Commission does just that, through an increase in discounted rates that will be provided 

those eligible customers, while at the same time simplifying the structure of the low- 

income rates as requested by the Company. 
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Q4 

A4 

Why do you recommend Commission approval of this Settlement Agreement? 

I believe that this Settlement Agreement represents a just and reasonable outcome for 

APS customers, and deserves the Commissions approval. 

Q5 

A5 

Does that conclude your testimony? 

Yes, it does, thank you. 
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